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ADVANCING THE 
GREEN FUELS MEGATREND 


As people of the world’s cities demand 
healthier air, an undeniable trend to cleaner 
transportation fuels is taking shape. 
Gas-to-liquids (GTL) technology, which 
enables the commercial production of 
everyday oil products synthetically, is 
empowering the petroleum industry to use clean 
natural gas instead of conventional black oil as 
the source of feedstock. The result is a new 
generation of green transportation fuels for 
motor vehicles, aircraft and ships. Ivanhoe Energy 
is Advancing the Green Fuels Megatrend. 


MISSION 

Ivanhoe Energy’s mission is to create wealth for its shareholders, initially focusing on: 

1. Production of cleaner burning fuels from natural gas, using proven GTL technology. 

2. Conventional exploration and production (E&P), primarily natural gas in the US. 

3. Enhanced oil recovery (EOR) and natural-gas projects, on a production-sharing basis with 
national petroleum companies. 

PROFILE 


Ivanhoe Energy is led by a business team with a unique combination of global success in finding 
oil and gas reserves and in arranging capital for resource development. Ivanhoe’s portfolio 
contains exceptional opportunities. 


Ivanhoe is demonstrating environmental leadership through its investments in gas-to-liquids 
projects designed to produce ultra-clean transportation fuels from stranded natural-gas deposits 
around the world. Ivanhoe holds a master license for the Syntroleum GTL technology. 


Ivanhoe’s major E&P properties are located in the United States and in China. The California 
portfolio includes about 30 prospects and drilling leads in the San Joaquin Basin. In Texas, the 
company has large development programs in the Bossier gas play and in the Spraberry oil trend. 


Ivanhoe has EOR projects and is pursuing natural-gas developments in several onshore petroleum 
basins in China. 


Ivanhoe’s stock trades on the Nasdaq National Market under the symbol IVAN, 
and on The Toronto Stock Exchange under the symbol IE. 


BUILDING A PREMIER ENERGY COMPANY 


The Ivanhoe Energy story lit a flame with 
investors during the energy boom of 2000. 
Thanks to investors’ confidence, Ivanhoe 
turned in a sector-leading performance dur- 
ing the year, achieving a 175% increase in 
trading value and outperforming all of the 
other companies in the TSE 300 Oil and Gas 
Index. Our shares now trade on Nasdaq, pro- 
viding greater liquidity to our investors, and 
we have appointed Salomon Smith Barney as 
our financial adviser. 


When we joined Ivanhoe in 1998, our goal was 
to build another premier energy company, emu- 
lating our earlier success in helping to establish 
Occidental Oil & Gas as a global market player. 


Our strategy is quite clear. We plan to build a 
large, successful energy company, using our 
career experience and the many relationships 
that we have built over the years. Our people are 
among the best and we have access to state-of- 
the-art technology. We believe that the invest- 
ments we are making in conventional E&P 
projects will fund our higher-potential explor- 
ation programs. We plan to have exploration 
discoveries generate the cash needed to fund 
the greatest upside of all — the construction of 
world-class, GTL conversion plants on top of 
existing fields of stranded gas. 


World oil prices rallied greatly during 2000 
and North American natural-gas prices rose 
to levels unseen since the deregulation of US. 
markets. Despite the greater resolve of OPEC 
to maintain prices in the mid-$20 range and 
the perceived inability of the industry to fulfill 
the growing demand for gas, we continue to 
expect price volatility and cycles. Our planning 
forecast calls for benchmark pricing of West 
Texas Intermediate crude and Henry Hub gas 
at well below current trading levels. 


Ivanhoe has made significant advances, 
assembling a substantial base of assets and 
opportunities. In California, we have one of 
the largest, most prospective positions in the 
San Joaquin Basin, and one of the industry’s 


most comprehensive seismic databases. 
With our partner, Aera Energy — 
California's largest oil and gas producer — 
we have started drilling our inventory of 
30 prospects and leads. A major event 
in 2001 will be the drilling of our first 
deep-gas target in the Temblor formation, 
close to the East Lost Hills discovery. Ivanhoe 
has a large exploration block on trend with, 
and adjacent to, this discovery, which analysts 
believe could hold trillions of cubic feet of gas 
and represent one of the largest gas discoveries 
in decades in the lower-48 states. 


We are very pleased with our rapidly expand- 
ing Spraberry and Bossier plays in Texas, and 
our oil recovery and gas projects in China. 
Each has the potential to create strong growth 
in volumes, earnings and cash flow. 


Ivanhoe has acquired a master license from 
Syntroleum and agreed to be a partner in 
Australia’s Sweetwater project, the first com- 
mercial application of the industry-leading GTL 
process. We are also working with several nat- 
ional petroleum companies on proposals to build 
GTL projects as large as 160,000 barrels a day. 


Engineering advances have dramatically 
reduced the capital costs of producing green 
fuels from natural gas. The major consuming 
nations of the world are looking for energy 
solutions that reduce health hazards and 
greenhouse gases without jeopardizing the 
benefits of economic growth. The people of 
Ivanhoe have the experience to understand 
the challenges, the vision to see the potential 
and the determination to put this company in 
the vanguard of the green fuels megatrend. 
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THE WEALTH OF 170 YEARS OF OIL AND MONEY ACUMEN 


Ivanhoe Energy benefits from its leadership team’s unique blend of expertise in the 
petroleum industry and in financial markets. Individually, team members are proven 

deal makers, oil finders, pipeline builders, oil-field managers and accomplished financiers. 
LEADERSHIP As leaders of Ivanhoe Energy, their reputations are their entrées to the executive suites and 
the banking halls of the world. 


From the sands of Qatar to the depths of the North Sea, the passes of the Andes and the 
jungles of Sumatra, Ivanhoe’s leaders have earned their stripes as resource developers and 
oilmen of distinction. In the process, some of them helped to build Occidental Petroleum from 
a bold ambition into one of the world’s most successful producers. 


Ivanhoe’s leaders know what it takes to be successful. Now they are using more than 170 years 
of combined career knowledge and contacts to build Ivanhoe Energy into a focused, international 
company that is being recognized in the world’s energy capitals and money centres. 


David Martin, CHAIRMAN 


Part of the founding team at Occidental 
Petroleum, Mr. Martin was President & CEO 
of Occidental Oil & Gas Corporation, of 
California, from 1986 to 1996. He also was 
former Executive Vice-President and a director 
of Occidental Petroleum Corporation, and a 
Director of Canadian Occidental Petroleum. 
A geologist, he has 39 years of international 
experience in the oil and gas industry, 26 of 
them in senior Management positions with 
Occidental Petroleum Corporation. 


Leon Daniel, PrestpENT & CHIEF EXECUTIVE OFFICER 


A petroleum engineer and specialist in 
enhanced oil-recovery techniques, Mr. Daniel 
was formerly Executive Vice-President of 
Worldwide Business Development for 
Occidental Oil and Gas Corp., of California, 
from 1996 to 1998, and President, Occidental 
Engineering Co., between 1993 and 1996. His 
40 years of experience in the oil and gas 
industry include successful oil-field projects in 
Qatar, Venezuela, Libya, the North Sea, 
Colombia, Russia and the US. 


John Carver, DirEcToR 


Mr. Carver, a petroleum geologist, was 
Executive Vice-President of Worldwide 
Exploration for Occidental Oil & Gas LEADERSHIP 
Corporation between 1994 and 1997. 
His 40 years of experience in the oil and 
gas industry include 25 years as a senior 
executive involved in international exploration 
for Occidental Petroleum. 


Robert M. Friedland, Deputy CHAIRMAN 


An international financier, and Chairman and 
President of Ivanhoe Capital Corporation, Mr. 
Friedland has been associated with resource 
and technology ventures for 20 years. He was 
named Developer of the Year in 1996 by the 
Prospectors and Developers Association of 
Canada for his work in establishing and financ- 
ing international mining and exploration com- 
panies, including Diamond Fields Resources, 
whose Voisey’s Bay nickel deposit was sold to 
INCO Limited for CDNs$4.3 billion. 


John O’Keefe, Cuter FINANCIAL OFFICER 


Mr. O’Keefe has 27 years’ experience in the 
energy industry, which has included responsi- 
bilities for financial planning and analysis, 
investor relations, corporate finance, treasury, 
accounting and auditing. He is also Ivanhoe’s 
Executive Vice-President of Investor Relations, 
and was formerly Vice-President, Investor 
Relations, with Santa Fe Snyder Corp. and Oryx 
Energy Company, both of Texas. 
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GAS-TO-LIQUIDS 


IVANHOE HOLDS MASTER LICENSE FOR GAS-TO-LIQUIDS 
TECHNOLOGY — A KEY TO CLEAN AIR AND HEALTHIER CITIES 


Ivanhoe Energy has joined a select group 
of industry-leading companies that are 
showing the way to the commercial- 
ization of a new generation of green fuel 
products. These products are derived 
from large deposits of low-cost natural gas 
currently locked in remote energy basins 
around the world, with no economic trans- 
portation link to markets. 


Today’s familiar black oil... 


Ivanhoe has acquired a master license from 
Syntroleum Corporation, securing rights to use 
its process to convert natural gas into transport- 
ation fuels on an unlimited number of projects 
around the world. Industry majors BP, 
Marathon and Texaco also hold Syntroleum 
licenses. Other major global energy companies 
are pursuing GTL projects, using variations on 
the basic chemistry pioneered in the 1920s by 
German scientists Franz Fischer and Hans Tropsch. 


GTL fuels, such as ultra-clean diesel, contain 
non-detectable levels of sulfur, metals and 
aromatics. Diesel engines perform more effi- 
ciently on synthetic fuels because of the extra 
power from a higher cetane index and the elim- 
ination of contaminants that attack emission- 
reducing equipment. As a product, GTL fuels 
surpass new federal rules in the United States, 
Europe and Japan that require refineries to 
reduce the sulfur content of present-day diesel 
fuel by 97%, to 15 parts per million, over the 
next several years. Such regulations are provid- 
ing the impetus to the introduction of new, 
green, designer fuels to a much wider market. 


... tomorrow's sulfur-free green diesel 


Since GTL diesel already exceeds the new 
worldwide specifications for low-sulfur diesel 
fuel, it will be in demand for blending with 
conventional diesel to satisfy increasingly 
stringent clean-air standards. 


The Syntroleum GTL Process 
Air 


Step 1: Syngas Production Step 2: Fischer-Tropsch Synthesis 
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In the patented Syntroleum GTL process, natural gas is mixed with compressed air and steam to 
produce a synthesis gas. Then, through a catalytic reaction, the gas is converted to a range of 
ultra-clean synthetic oils, which can be further refined to produce transportation fuels and 
hydrocarbon products. Potentially valuable by-products include heat, which can be used to 
produce electricity, and agricultural-grade water. 


The Syntroleum process is a cost-effective refinement of GTL technology that has been in use for 
generations. A major advantage is that the process uses compressed air instead of pure oxygen to 
facilitate the conversion reaction, substantially reducing the capital cost and vastly improving safety 
at the process plants. 


The auto industry has rapidly developed new Fortunately, Ivanhoe is unfettered by invest- 
engine technologies that, with GTL fuels, can ments in traditional crude-oil refineries. 

meet clean-air standards — giving green fuels a Recognizing that environmental necessities 
clear economic advantage. The first cars pow- present business opportunities, Ivanhoe has 
ered by fuel cells should be available to con- invested in an international license to use the 
sumers within five years. GTL fuel, with its Syntroleum process, positioning itself as a 
high hydrogen content, is ideal for use with producer of green fuels, with a strategic key to 
fuel cells. Stripping sulfur out of traditional unlock the vast potential of stranded natural gas. 


crude-oil products is prohibitively expensive. 


IVANHOE ENERGY IS A PARTNER IN SYNTHETIC-OIL PROJECT IN AUSTRALIA 


Ivanhoe Energy decided in October, 2000, to participate in Syntroleum’s Sweetwater project, 


SWEETWATER 


which is to be built on Western Australia’s Burrup Peninsula. The project, based on a 10,000- 
barrel-a-day plant, will convert natural gas into ultra-clean, synthetic specialty products 


GTL PLANT such as lubricants, industrial fluids and paraffins, as well as sulfur-free fuels. Ivanhoe paid 


$2 million toward the cost of front-end engineering and agreed to acquire a 13% equity 
position in the Sweetwater project for an additional $19 million, subject to project financ- 


ing. Syntroleum expects to complete financing arrangements for Sweetwater by mid-2001.A 
20-year gas supply has been secured from the North West Shelf. 


Ivanhoe’s commitment to the Sweetwater project gives the company a strategic advantage in 
implementing its plan to use Syntroleum’s technology to monetize large, stranded gas 
deposits while producing easily transportable, clean fuels that can reduce greenhouse-gas 


Syntroleum pilot plant successfully demonstrated the 
viability of producing synthetic oil from natural gas. 


emissions worldwide. Ivanhoe is working to 
secure agreements in several countries, 
including Qatar and Egypt, to obtain supplies 
of stranded natural gas as feedstock for major 
gas-to-liquids projects. 


THE ECONOMICS OF GREEN OIL 


Synthetic oils can be produced and transported 
to markets at costs that are highly competitive 
with conventional crude oil at currently 
prevailing prices. 


Approximately 11,000 cubic feet of natural gas 
are required to produce one barrel of synthetic 
oil, using a GTL process. Once in an unpressur- 
ized, liquid state, synthetic products can be 
stored and transported to market by road, rail 
or ocean tankers, just like conventional crude- 
oil products. 


Although Ivanhoe is concentrating on 
agreements for larger-scale installations, the 
Syntroleum process has been designed to be 
profitable on plants producing less than 
2,000 barrels a day. This gives the technology 
the potential to be applied on more than half 
of the currently known gas fields, containing 
more than 95% of the world’s known gas. 


A NEw ERA OF DESIGNER FUELS 


Synthetic oils converted from natural gas are 
producing the cleanest fuels the world has ever 
seen. Global automaker DaimlerChrysler has 
tested Syntroleum’s green diesel in its engines 
and confirmed its performance. 


Syntroleum is working with the automotive 
industry to develop designer fuels from natural 
gas that will allow the manufacturers to produce 
engines and emission-control technologies to 
reduce emissions from transportation fuels. 


Dodge Power Wagon runs on GTL green diesel 


In addition to ultra-clean diesel for cars, 
trucks, buses and locomotives, Syntroleum 
synthetic oil also can produce: 


e Hydrogen-rich fuel for fuel cells that will 
power cars, buses and generators. 


e Jet fuel. 


e White oils for use in pharmaceuticals 
and cosmetics. 


e Synthetic base oils for automotive and 
industrial greases. 


e Non-toxic and biodegradable solvents. 
e Home-heating fuels. 


e Base oils, paraffins and naphtha 
used in making plastics. 


e Drilling fluids. 


PRINCIPAL BENEFITS 
Or GTL TECHNOLOGY 


Attaching value to stranded 
natural gas 


As much as 5,400 trillion cubic feet of 
natural gas lie in remote locations and 
have little economic value. GTL technology 
has the potential to convert the stranded gas 
into billions of barrels of economic value. 
Countries that control the gas would realize 
great value and also 
benefit from the 
investment and jobs 
that would result from 
development of the 
deposits. 


Eliminating costly, 
polluting practices 


GTL will help to elimi- 
nate oil-field flaring 
and the cost of rein- 
jecting natural gas into 
the ground. This will 
permit early produc- 
tion from fields where oil otherwise would 
remain shut in by the inability to dispose of 
associated gas. 


Development of environmentally-superior, 
designer liquid fuels 


GTL will yield synthetic hydrocarbons of the 
highest quality that can be used directly as 
fuels with a wide variety of uses, or blended 
with lower quality fuels to bring them up to 
more stringent environmental and perfor- 
mance specifications. 


Compatibility with existing infrastructure 


GTL fuels can be transported at no extra cost 
in conventional, clean tankers and also may 
be used in conventional pipelines, storage 
terminals and retail outlets. 


DESIGNER FUELS 


UNITED STATES 


IVANHOE JOINS QUEST FOR CALIFORNIA'S DEEP-GAS AT EAST LOST HILLS 


The recovery of natural gas from up to 
four miles below the surface of the San 
Joaquin Basin, at East Lost Hills, in 
south-central California, is potentially 
one of the largest and most attractive 
energy plays in North America. In early 
2001, natural gas was selling in 
California at more than double the Henry 


California drilling: powerful Nabors rig contracted for the 
first lvanhoe-Aera deep-gas well. 


Hub benchmark price. Ivanhoe Energy has 
the position, the seismic data and the partner 
to play a major role in the action. Ivanhoe’s 
primary joint-venture partner is Aera Energy, 
California’s largest oil producer. 


In February, 2001, gas from the East Lost Hills 
#1 well — the first Temblor deep well to be 
successfully completed — began flowing into 
the California distribution network at an initial 
rate of 15 million cubic feet a day (mmcf/d), 


with an increase planned to more than 20 
mmcf/d. The well also produced 923 barrels 
of condensate a day. The ELH and nearby 
Bellevue wells were drilled by a consortium 
led by Berkley Petroleum, which was acquired 
by Anadarko Petroleum in March, 2001. 


The ELH #1 well was further confirmation of 
a long-held belief that vast amounts of undis- 
covered gas were trapped in the Temblor for- 
mation along sub-thrust faults in the deepest 
part of the basin. Hydrocarbons locked in the 
shallower formations have sustained six of the 
largest 25 oil fields in the United States and 
yielded more than 13. billion barrels of oil 
equivalent over the past 100 years. 


The significance of the East Lost Hills discov- 
ery was recognized by senior Ivanhoe execu- 
tives, whose knowledge of the basin was 
instrumental in the 1998 decision to target 
Temblor deep gas and other prospects in 
California. Several months after Ivanhoe’s 
decision, the gas first proved its existence 
when it incinerated a rig drilling the Bellevue 
#1 well at 17,600 feet. 


Located several miles south of a prime explo- 
ration block held by Ivanhoe Energy and its 
partners, the Bellevue well, which had pene- 
trated just 17 feet into the Temblor formation, 
flared an estimated 100 million cubic feet of 
gas and condensate a day for about a month. It 
continued flaring gas for more than three 
months until a relief well was drilled to shut 
off the blowout. 


Industry and investor interest in the Lost Hills 
play intensified as natural gas prices soared in 
the energy crisis during the winter of 
2000-2001. Steady progress was made in estab- 
lishing the field’s commercial viability. The East 
Lost Hills structure is estimated to be 12.5 
miles long by 2.0 miles wide. Analysts believe 
that East Lost Hills contains a high-pressure, 
high-quality reservoir with enormous deliver- 
ability. Estimated to hold several trillion cubic 
feet of gas, it is one of the largest onshore gas 
discoveries in the lower-48 states. 


Deep Gas at Lost Hills 


ELH #1 (production, 2001) 


Bellevue #1 (blowout, 1998) ELH #3 


Bellevue #1-17 (relief) 


IVANHOE-AERA JOINT VENTURE 


The Ivanhoe-Aera joint venture’s first deep 
well in California, Northwest Lost Hills #1, is 
scheduled to spud in mid-2001.The well will 
target the gas-bearing Temblor sands intersected 
by the East Lost Hills #1 and #2 wells, at 
depths of up to 20,000 feet. 


Ivanhoe and Aera have a 6,300-acre block 
overlying the northern end of the East Lost 
Hills structure, adjacent to acreage held by the 
ELH/Bellevue consortium. Ivanhoe has a work- 
ing interest of 47% in the block, which dilutes 
to 42% if consortium members opt to join in 
the drilling of certain leases. Ivanhoe also holds 
gross overriding royalty interests of 1.4% on 
the entire block, plus an additional 1.8% to 
6.6% on certain leases within the block. 


1h 


Ilvanhoe-Aera 
NW Lost Hills #1 


ELH #2 (discovery, 2001) 


The Ivanhoe-Aera joint venture at Northwest 
Lost Hills could tap a reservoir of several trillion 
cubic feet of gas. The well site is close to 
natural-gas gathering systems and water 
disposal facilities. 


The structure’s first appraisal well, ELH #1, 
two miles northwest of the Bellevue #1 
blowout discovery well, was drilled to a depth 
of 19,700 feet to test the Phacoides interval in 
the lower Temblor sands. It intersected a total 
of 2,200 feet of Temblor sands. The operating 
consortium plans to have up to four deep-gas 
wells on-stream in 2001, northwest and 
southeast of the ELH #1 well. 


jp Approx. 20,000 feet ——____—__| 


CALIFORNIA INTERESTS COVER MORE THAN 300,000 ACRES 


Hanford B Visalia 


Tulare 


Corcoran 


Ivanhoe Energy has been active in California’s San Joaquin Basin since mid-1998, where it has 
assembled a large portfolio of interests in exploration prospects covering a total of more than 
300,000 gross acres. In 2000, Ivanhoe Energy commenced production of oil from several shallow 
wells in the South Midway-Sunset area. The project is a low-risk, low-cost development in an area 
with extensive infrastructure and is providing immediate cash flow. Ivanhoe will be drilling 
numerous prospects in the San Joaquin Basin over the next few years, primarily below existing 
oil fields. 


3-D SEISMIC SURVEY TREADS SOFTLY 


Specialized, low-impact equipment (shown working in an 

almond orchard) was used to conduct a 3-D survey covering 
80,000 acres on the western side of California’s San Joaquin 
Basin. It is the largest such survey ever conducted in the basin. 


Ivanhoe Energy and its survey partner, Prime Natural 
Resources, will use data from the comprehensive survey to 
identify multiple-depth targets, the first of which could be tested in 2001. Ivanhoe holds work- 
ing interests ranging from 17.5% to 50% on key portions of the area. 


12 


IVANHOE HOLDS RIGHTS IN Two TEXAS OIL AND GAS PLAYS 


Spraberry Oil and Gas 


Ivanhoe Energy has acquired rights to partici- 
pate in a 9,100-gross-acre development in the 
Spraberry trend of West Texas. Spraberry is 
part of the Permian Basin, one of the most 
productive regions in the United States, 
which contains several thousand producing 
oil and gas wells. It accounts for an estimated 
15% of the combined annual oil output from 


the lower-48 states. 


In early 2001, production from Ivanhoe’s com- 
pleted wells was averaging between 400 and 
500 barrels of oil equivalent a day. The oil has a 
40-degree API gravity, which sells at a premium 
of about $2.50 a barrel to the benchmark price 
for West Texas Intermediate crude. 


Ivanhoe has a 62.5% interest in the project 
before payout and will have a 50% working 
interest after payout. The acreage could support 
approximately 100 new wells. 


Bossier Gas 


In late 2000, Ivanhoe Energy also entered the 
Bossier tight-gas-sand play in East Texas 
through its acquisition of prime exploration 


13 


leasehold rights. Ivanhoe’s 28,400 gross 
acres are adjacent to a gas discovery that 
is currently being developed, and on 
trend with many producing wells. 


The Bossier sand play is a relatively new gas 
trend developed since 1996. Anadarko 
Petroleum has been a key force in developing 
the play. In Freestone County, the Bossier zone 
occurs at depths between 10,000 and 13,000 
feet. Bossier sands are capable 
of stimulation by hydraulic 
fracturing. Combined gross 
gas production from the 
Bossier play is currently 280 
million cubic feet (mmcef) per 
day. Operators have experi- 
enced average reserve sizes of 
about three billion cubic feet 
per well and initial produc- 
tion rates of approximately 
three mmcf/d. After the first 
year, Bossier wells have 
historically produced at a rate 
of about one mmcef per day. 


Ivanhoe believes that there 
are additional Bossier oppor- 
tunities in East Texas and is continuing to 
increase its acreage. The company will begin 
drilling a multi-well program in 2001 to 
evaluate up to 200 potential well locations over 
the next several years. 


Anadarko estimates that a typical Bossier well 
has a breakeven at gas prices of $2 per mcf. Gas 
prices above this level make the economics of 
the Bossier wells exceptionally robust. 


Ivanhoe currently holds a 73% working inter- 
est in the Bossier acreage, subject to leasehold 
burdens and a 9.375% net profits interest. 


UNITED STATES 


SICHUAN GAS DEAL GIVES IVANHOE ITS THIRD MAJOR PROJECT 
IN CHINA’S BOOMING ENERGY SECTOR 


Ivanhoe Energy’s wholly-owned sub- 
sidiary, Sunwing Energy, signed new 
memoranda of understanding in 
February, 2001, that are expected to lead 
to a landmark, joint-venture development 
of oil and gas deposits in China’s Sichuan Basin. 


The basin is the most populous region in 
China, home to approximately 100 million 
people, and is also the country’s largest gas- 
producing region. The exploration and devel- 
opment of cleaner burning natural gas has 
been made a national priority by the Chinese 
government. Most of the country’s electricity 
is generated by the burning of coal, but the 
associated pollution, notably urban smog, is no 
longer acceptable in China. 


Ivanhoe’s MOUs with PetroChina were signed 


in Beijing as part of the Team Canada Trade 
Mission that was led by Prime Minister Jean 


Chrétien and received by Premier Zhu Rongiji. 


The MOUs give Ivanhoe the exclusive right to 
negotiate production-sharing contracts with 
PetroChina to develop and exploit the resources 
in three key blocks that contain highly produc- 
tive natural-gas discoveries. The blocks, 
Zitongxi, Zitongdong and Yudong, cover more 
than 2.2 million acres, approximately 950 miles 
southwest of Beijing. 


The blocks contain approximately 20 trillion 
cubic feet (tcf) of gas, according to estimates by 
Chinese engineers and geologists. The entire 
Sichuan basin contains an estimated 245 tcf of 
gas, and annual production is approximately 
270 billion cubic feet. 


Ivanhoe will conduct detailed feasibility studies, 
using internationally recognized, independent 
engineers, to establish 
the reserves on the three 
Sichuan blocks before 
finalizing production- 
sharing contracts. A total 
of 26 of the 39 wells 
previously drilled on the 
three blocks by 
PetroChina have been 
classified as producing 
gas wells. Most of the 38 
known hydrocarbon- 
bearing structures on the 
three blocks have never 
been production tested. 


Ivanhoe, through 
Sunwing, also is 
engaged in two enhanced oil recovery (EOR) 
projects in China. 


Kongnan Project, Dagang 


The Kongnan EOR project on the Dagang oil Ivanhoe received encouraging results 
field is located in the southern part of the from the pilot program, which achieved 
Huanghua Basin, approximately 60 miles south _—_ production increases of up to 300% 

of Tianjin, in Hebei province. The area consists compared with original, offsetting wells 
of 22,400 gross acres, contained in six blocks. drilled by local operators. The oil is being 
PetroChina has drilled more than 80 wells on sold in USS. dollars and the funds are 

the blocks and has provided a substantial being promptly remitted. 


inventory of seismic data. 


The Kongnan pilot program, completed in 
2001, involved the workover of up to five 
existing wells and the drilling and testing of 
five new wells. It was designed to acquire 
technical data and to achieve higher production 
rates and recoveries by applying western 
drilling, completion and EOR techniques. 


A long-term development plan provides for the 
drilling of 100 new wells and the reworking of 
56 of 82 existing wells. 


Zhaozhou Project, Daqing 


This 8, 100-gross-acre EOR project is located at 
Two of the completed Ivanhoe wells now in production the southern edge of the Daqing oil field, 60 
on the Dagang oil field. miles southeast of Daqing, in the province of 


Heilongjiang. 
The terms of the production-sharing contract 


allow Ivanhoe to pay 100% of the development _ PetroChina initially drilled 


costs to earn an 82% and tested the field. 

interest in the project Ivanhoe’s pilot test involved 
prior to the recovery of the drilling of five wells and 
the capital, and 49% the establishment of a 
thereafter. Nippon Oil waterflood. Contract terms 


Exploration funded 40% provide for Ivanhoe to earn 
of the obligations in the an 85% interest in the pro- 
Kongnan pilot project ject prior to the recovery of 
to earn a 20% participat- capital, and 49% thereafter. 
ing interest. 


Pilot well, Dagin 
The overall development et 


plan for the Daging Zhou 13 Block has been 

approved. Pending further approvals, develop- 

ment drilling and facility construction at 
Advanced technology, high- Daqing is expected to commence in the second 


capacity pump has boosted half of 2001. 
production from an Ivanhoe well at Dagang. 
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CURRENCY AND EXCHANGE RATES 


Unless otherwise specified, all reference to “dollars” or to “$” are to United States dollars and all 
references to “Cdn.$” are to Canadian dollars. The closing, low, high and noon buying rates in New York 
for cable transfers for the conversion of Canadian dollars into United States dollars for each of the four 
years ended December 31, 2000 as reported by the Federal Reserve Bank of New York were as follows: 


2000 1999 1998 1997 
Closing aigcicztontteetns hee ee ee ht Seeger oe eS $0.6669 $0.6925 $0.6504 $0.6999 
LOWisteh te <tc te Fane OM a fae PET MME a Mists Wee anette 0.6410 0.6441 0.6341 0.6945 
PUIGHS ee cre Ais gt ae ae arn ace ae eee ak reacts meer 0.6969 0.6925 0.7105 0.7487 
Average NOON Mee. cies sic See ihe pais Cera See 0.6730 0.6730 0.6714 0.7198 


The average noon rate of exchange reported by the Federal Reserve Bank of New York for conversion of 
United States dollars into Canadian dollars on March 1, 2001 was $0.6466 ($1.00 = Cdn.$1.5465). 
Exchange rates are based upon the noon buying rate in New York City for cable transfers in foreign 
currencies as certified for customs purposes by the Federal Reserve Bank of New York. 


ABBREVIATIONS 


As generally used in the oil and gas business and in this Annual Report, the following terms have the 
following meanings: 


Boe = barrel of oil equivalent MMBtu) = =million British thermal units 
Bbl = barrel Mcf = thousand cubic feet 

MBbli = thousand barrels MMcf = million cubic feet 

MMBbI  =million barrels Mcf/d = thousand cubic feet per day 
MBblI/d = thousand barrels per day MMcf/d =million cubic feet per day 


MMBI/d_ =million barrels per day 


When we refer to oil in “equivalents,” we are doing so to compare quantities of oil with quantities of gas 
or to express these different commodities in a common unit. In calculating Bbl equivalents, we use a 
generally recognized standard in which one Bbl is equal to six Mcf. 


SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


Certain statements in this document are “forward-looking statements”. Such forward-looking statements 
involve known and unknown risks, uncertainties and other factors which may cause our actual results, 
performance or achievements, or other future events, to be materially different from any future results, 
performance or achievements or other events expressly or implicitly predicted by such forward-looking 
statements. Such risks, uncertainties and other factors include, but are not limited to, our short history of 
limited revenue and our negligible revenue since we lost control of our principal Russian project; losses 
and negative cash flow from our current exploration and development operations in California, Texas and 
China; our limited cash resources and consequent need for additional financing; uncertainties regarding 
the potential success of our oil and gas exploration and development projects in California, Texas and 
China; uncertainties regarding the potential success of gas-to-liquids technology; oil price volatility; oil 
and gas industry operational hazards and environmental concerns; government regulation and 
requirements for permits and licenses, particularly in the foreign jurisdictions in which we carry on 
business; title matters; risks associated with carrying on business in foreign jurisdictions; conflicts of 
interests; competition for a limited number of promising oil and gas exploration properties from larger 
more well financed oil and gas companies; and other statements contained herein regarding matters that 
are not historical facts. Forward-looking statements can often be identified by the use of forward-looking 
terminology such as “may”, “will”, “expect”, “intend”, “estimate”, “anticipate”, “believe” or “continue” or 
the negative thereof or variations thereon or similar terminology. 
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ITEMS 1 AND 2. BUSINESS AND PROPERTIES 
CORPORATE OVERVIEW 


We are an international energy company engaged in conventional oil and gas exploration and 
production, enhanced oil recovery projects and the development of gas-to-liquids projects. We were 
incorporated pursuant to the laws of the Yukon Territory, Canada, on February 21, 1995 under the name 
888 China Holdings Limited. We were largely inactive until early 1996. On June 3, 1996, we changed our 
name to Black Sea Energy Ltd., and on June 24, 1999, we changed our name to Ivanhoe Energy Inc. 


Our authorized capital consists of an unlimited number of common shares without par value and an 
unlimited number of preferred shares without par value. 


Our principal executive offices are located at 900 - 200 Burrard Street, Vancouver, British Columbia, 
V6C 3L6, and our registered and records offices are located at 300-204 Black Street, Whitehorse, Yukon, 
Y1A 2M9. 


OVERVIEW OF THE BUSINESS 


Ivanhoe Energy Inc. is a company focused on three major strategies: (1) production of synthetic fuels 
from natural gas using gas-to-liquids (“GTL”) technology; (2) conventional exploration and production 
(“E&P”), primarily natural gas in the United States; and (3) enhanced oil recovery (“EOR”) and natural gas 
projects, on a production-sharing basis, with national petroleum companies. 


Following our incorporation in February, 1995, we were largely inactive until early 1996, when we 
commenced our business as an acquirer, explorer and developer of oil and gas properties. Initially, we 
concentrated our efforts on acquiring oil and gas properties in Russia. Our strategy was to seek out 
existing oil and gas properties in Russia on which past drilling and field development practices did not 
maximize reserve recoveries and to establish joint ventures with local partners to rehabilitate existing 
wells to recover additional production. 


In the third quarter of 1998, we began to implement a diversification program aimed at expanding the 
geographical scope of our business beyond Russia. We added three individuals to our Board of Directors 
who have international experience in the oil and gas industry. David Martin, who is now our Chairman, 
was formerly the President and Chief Executive Officer of Occidental Oil & Gas Corporation. E. Leon 
Daniel, who is now our President and Chief Executive Officer, and John Carver, who is now one of our 
directors, are also both former executives of Occidental Oil & Gas Corporation. In August, 1998, we 
began acquiring oil and gas exploration property interests in Peru and California. In 1999, we acquired 
property interests in China. In April, 2000 we acquired a limited volume license from Syntroleum 
Corporation (“Syntroleum”), to use its proprietary GTL technology to convert natural gas into synthetic 
fuels. We subsequently upgraded our limited volume license to a master license without volume 
limitations. Finally, in May, 2000, we began acquiring interests in oil and gas exploration properties 

in Texas. 


In Peru, we earned a 50% participating interest in an exploration and development concession in the 
Ucayali Basin by funding drilling expenditures of approximately $13.5 million. The initial exploratory well 
was dry and we subsequently plugged and abandoned it. At this time we have no plans to continue 
exploration or development in Peru and we have relinquished our interest in the concession. 


In Russia, a dispute with our joint venture partner prevented us from proceeding with our operations in 
the area. In the summer of 2000, we settled the dispute and sold our interest in our Russian properties. 
See Item 3. “Legal Proceedings”. 


In California, we have been accumulating working interests and royalty interests in the San Joaquin 
Valley since 1998. Our key asset in California is an exploration agreement with Aera Energy LLC (“Aera”), 
a company owned by two major integrated petroleum companies, which entitles us to explore and 
identify oil and gas prospects in the San Joaquin Valley using exploration, seismic and technical data 
owned by Aera. See “Oil and Gas Properties — California Properties”. 
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In June, 1999, we further expanded the geographical scope of our business into China by acquiring 
Sunwing Energy Ltd. (“Sunwing”), an oil and gas company. As a result of our acquisition of Sunwing, we 
now have two production sharing contracts with China National Petroleum Corporation (“CNPC”) which 
entitle us to develop and operate the Kongnan oilfield in Dagang, located in Hebei Province and the 
Zhaozhou oilfield in Daging, located in Heilongjiang Province. Nippon Oil Exploration Limited (“Nippon”) 
of Japan is participating with us in the development of the Kongnan oilfield and holds a 20% working 
interest. See “Oil and Gas Properties — China Properties”. 


In February, 2001, we entered into two memoranda of understanding with PetroChina Corporation 
Limited, a subsidiary of CNPC. These memoranda give us the exclusive right to negotiate petroleum 
contracts for the development of oil and gas reserves in three blocks in the Sichuan Basin. The Sichuan 
Basin is a major oil and gas producing region of China located approximately 930 miles southwest of 
Beijing. We are undertaking feasibility studies on the three blocks. If the results are positive, we will 
commence negotiating production sharing contracts. 


In May, 2000, we entered into an agreement with Discovery Operating, Inc. to earn a 62.5% working 
interest (reducing to 50% after cost recovery) in over 9,100 gross acres of oil and gas exploration 
property in the Spraberry Trend of the West Texas Permian Basin in Midland County, Texas. We have also 
recently acquired a working interest in over 28,400 gross acres in the Bossier gas sands in East Texas. See 
“Oil and Gas Properties — Texas Properties”. 


We are also pursuing various opportunities to develop GTL projects using proprietary technology we 
licensed from Syntroleum. During 2000, we obtained a master license from Syntroleum to use its 
proprietary process to convert natural gas into synthetic oil, transportation fuels and other synthetic 
petroleum products. We plan to use the technology in areas with large natural gas deposits which would 
otherwise be uneconomic to develop. Our master license entitles us to use the Syntroleum proprietary 
process in an unlimited number of gas-to-liquids projects throughout the world (excluding North 
America, China and India). 


We have also agreed in principle to become a partner in Syntroleum’s Sweetwater GTL project in 
Western Australia. Subject to certain conditions, including Syntroleum’s obligation to arrange project 
financing, we will invest $21 million to purchase a 13% equity interest in the project. See “Gas-to-Liquids 
Projects”. 


CORPORATE STRATEGY 


Our goal is to create a diversified global energy company focused on GTL, E&P and EOR. We believe we 
can successfully implement our strategy and position ourselves to compete over the longer term in what 
we expect will be a rapidly evolving energy industry. 


Our business plan is multi-faceted and involves the pursuit of objectives with short, medium and long 
term impacts on our business. Our short-term objective is to focus on areas where production can be 
achieved quickly and efficiently to create cash flow to fund our operations and allow us to pursue our 
medium and long-term objectives. To date, we have established production in the Spraberry Trend of 
West Texas and at South Midway Sunset in the San Joaquin Basin of California. Sunwing has also 
established production at its Dagang project in China as part of its recently completed pilot-test 
program. Our Daqing project is also in production under the operatorship of CNPC. We will resume 
operatorship once we begin to implement our recently approved development plan. We continue to 
examine opportunities to expand our production. 


The cornerstone of our medium term strategy is deep gas exploration in the San Joaquin Basin of 
California and in the Bossier gas sands of East Texas. Over the past two years, we have accumulated 
substantial acreage in the San Joaquin Basin. We recently completed an 80,000 acre three-dimensional 
seismic survey along the west side of the San Joaquin Valley which we are using to identify drilling 
targets. We plan to begin drilling our first deep gas exploration well in the Northeast Lost Hills area of 
the San Joaquin Basin with our partner, Aera, in the second quarter of 2001. In the fourth quarter of 
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2000, we purchased a working interest in over 28,400 gross acres of the Bossier sands of East Texas 
where we plan to drill gas targets in the third quarter of 2001. 


We also continue to pursue our enhanced oil recovery initiatives in China. We are encouraged by the 
results achieved in our pilot programs at Dagang and Dagqing and plan to proceed with the development 
phase of each project. The Chinese government approved our development plan for Daqing and we plan 
to submit our Dagang development plan to the government for approval in the third quarter of 2001. 
We also plan to seek other opportunities in China and elsewhere to acquire interests in fields with 
economic development potential. 


Our long-term objective is to become a leader in the development and operation of GTL projects. We 
foresee rapidly increasing future demand for clean energy as environmental regulations become more 
stringent and the world’s crude oil becomes more sour and heavy. We believe that Syntroleum’s 
proprietary GTL technology holds significant potential for the economic production of synthetic fuels and 
other specialty petroleum products from stranded natural gas deposits throughout the world, which 
would otherwise be uneconomic to exploit. Although there are several competing GTL technologies 
under development, we believe that the Syntroleum technology offers several key advantages. Plant 
construction is less expensive and the plant is safer to operate because, unlike competing technologies, 
it uses compressed air rather than oxygen. 


With our master license to use Syntroleum’s proprietary GTL technology, we are currently pursuing a 
number of opportunities in the Middle East and elsewhere to obtain rights to stranded natural gas 
deposits to use as feedstock for gas-to-liquids projects. We believe that synthetic fuels and specialty 
products produced using GTL processes will eventually present an attractive, economic and 
environmentally superior alternative to traditional fuels derived from crude oil. 


GAS-TO-LIQUIDS PROJECTS 
Syntroleum License 


In April, 2000, we acquired a non-exclusive volume license entitling us to use Syntroleum’s proprietary 
GTL process in an unlimited number of projects in all areas of the world (other than North America, 
China and India) subject to an aggregate limit of 50,000 barrels per day of synthetic GTL products. In 
October, 2000, we upgraded our volume license to a non-exclusive master license which entitles us to an 
unlimited number of GTL projects within the same geographical areas without any production volume 
limitations. 


Syntroleum Process 


Syntroleum’s proprietary GTL process is designed to catalytically convert gas into synthetic liquid 
hydrocarbons. This process (the “Syntroleum Process”) is designed to substantially reduce the capital and 
operating cost and the minimum economic size of a GTL plant. 


Syntroleum developed its GTL technology based on a process developed in Germany in the 1920s for 
the gasification of coal into oil, called the Fischer-Tropsch reaction. Syntroleum has applied its principles 
to the conversion of natural gas to synthetic liquid hydrocarbons. Syntroleum believes that it holds a 
competitive advantage over other GTL technologies because the Syntroleum Process compresses air 
directly from the atmosphere when converting gas into synthetic hydrocarbons. The GTL processes 
developed by Syntroleum’s competitors use either steam reforming or a partial combination of steam 
reforming and partial oxidation with pure oxygen. A steam reformer and an air separation plant 
necessary for oxidation are bulky, expensive and increase operating costs. The Syntroleum Process allows 
for the operation of GTL plants without an air separation plant or steam reformer, thereby reducing 
capital costs, operating costs, the size and complexity of a GTL plant and operating volatility. 


From our perspective, the greatest opportunity for the use of the Syntroleum Process lies in the 
extraction of stranded natural gas. Stranded gas exists in known reservoirs which cannot be marketed on 
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an economic basis. Operators consider gas to be stranded based on the relative size of the fields, the 
location of the gas relative to its market and the cost to transport the gas to markets. 


Sweetwater GTL Project 


In October, 2000, we signed a letter of intent to invest $21 million to participate as a 13% non-recourse 
equity partner in Syntroleum’s Sweetwater GTL project under development in Western Australia. We 
made a $2 million advance which Syntroleum agreed to use for front-end engineering and other project 
development costs. Payment of the balance is subject to a number of conditions, including fulfilment of 
Syntroleum’s obligation to arrange project financing. 


The Sweetwater project is a nominal 10,000 barrels per day plant that will employ the Syntroleum 
Process to convert natural gas into ultra-clean synthetic specialty products such as lubricants, industrial 
fluids and liquid normal paraffins, as well as synthetic fuels. The plant will be located on the Burrup 
Peninsula in Western Australia and is scheduled for completion in 2003. 


OIL AND GAS PROPERTIES 


Our primary oil and gas properties are located in the San Joaquin Valley area of California. We also hold 
interests in exploration and development properties in Texas, and China. An EOR development which we 
formerly operated in Russia was the subject of legal proceedings in the Russian courts and international 
arbitration proceedings in Stockholm. We settled these proceedings and sold our interest in our Russian 
projects. We held an interest in an exploration property in Peru but relinquished it during 2000. Set forth 
below is a description of our material oil and gas properties. 


California Properties 


Over the past three years, we acquired interests in a number of properties in the San Joaquin Basin area 
of California. To date, only our South Midway Sunset project contains known proved reserves and has 
wells on production. We cannot assure you that any of our other projects in California will result in the 
development of any producing wells or that production from such wells, if any, will be commercially 
viable. 


Aera Agreement 


In August, 1998, we entered into an agreement with Diatom Petroleum, Incorporated (“Diatom”) whereby 
we acquired Diatom’s rights to explore and earn working interests in exploration properties in the 

San Joaquin Valley held by Aera and others. Diatom’s principal asset is an exploration agreement with 
Aera (the “Aera Agreement”) which entitles Diatom to explore approximately 250,000 acres of Aera and 
other lands and identify prospects for drilling. In 1999, we acquired all of the outstanding shares 

of Diatom. 


The lands in which we now hold exploration rights through Diatom are concentrated in areas adjacent to 
and under the North and South Belridge, Lost Hills, Midway Sunset, Coalinga, North and South Coles 
Levee, Yowlumne and Belgian Anticline fields. In carrying out our obligations under the Aera Agreement 
to identify drillable prospects, we are entitled to use all of the exploration, seismic and technical data 
owned by Aera. 


Except for those preliminary prospects designated by us and accepted by Aera, our exclusive rights to 
explore Aera’s properties will expire in September 2001 unless extended by mutual agreement. We will 
continue to hold exclusive exploration rights to the lands designated for a period of two years from the 
date that Aera accepts our prospect designation. During that time we are required to focus our activities 
on identifying drillable prospects within each preliminary prospect area. If, during this two year period, 
we identify a drillable prospect, Aera may elect to retain a working interest in the prospect. Although the 
Aera Agreement provides that Aera’s working interest will range from a minimum of 25% to a maximum 
(depending on the location of the prospect) of 87.5%, we may negotiate different working interest 
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allocations with Aera on a prospect basis. Aera is obliged to assign to us any working interest in the 
prospect that it does not retain. Aera must also assign to Diatom, from all working interests, a 3.5% 
overriding royalty (the “Diatom Royalty”). The Diatom Royalty has been subdivided and allocated among 
various third parties. See Note 3 to our financial statements under Item 8 in this Annual Report. Once a 
drillable prospect is identified, we have two years to carry out exploration drilling. This two year period 
will be extended as long as we continue to drill or have established production. 


The properties covered by the Aera Agreement are located in Kern, Kings, Tulare, Fresno, San Benito 
Monterey and San Luis Obispo Counties. Using the extensive proprietary seismic and technical databases 
owned by Aera and supplemented by us, we have identified over thirty leads within 14 preliminary 
prospect areas covering approximately 166,000 acres. To date, we have presented six drillable prospects 
to Aera for evaluation. Aera has elected to participate in four of the prospects presented for evaluation. 
These prospects are the Diamond prospect, the Northwest Lost Hills #1 prospect, the Amethyst prospect 
and the Belgian Anticline prospect. The Belgian Anticline prospect was drilled in December, 2000 and 
two other leads (Northwest Lost Hills #1 prospect and the Amethyst prospect) have been scheduled for 
drilling later in 2001. We have a 100% working interest in the two prospects in which Aera elected not 
to participate. One of these prospects is South Midway Sunset on which we have, to date, drilled 

19 successful wells. The other prospect is Citrus, where we expect to drill our first well during the third 
quarter of 2001, depending on rig availability. 


Set forth below is a description of our material exploration properties which are subject to the Aera 
Exploration Agreement. 


e — East Lost Hills/Almond Flank Prospects 


In August, 1998, we took an assignment from Texaco Exploration and Production Inc. of its participating 
interest in the Almond Flank prospect, a northwestern extension of the Lost Hills field covering 
approximately 1,860 acres. We later acquired, for our own account, approximately 2,000. acres of 
additional leases in this area. We currently hold exploration rights to approximately 40% of the 
hydrocarbons in this area. The remaining interests are held by Aera and other parties. Total royalty 
burdens on the leases do not exceed 23.5%. The leases through which we hold our interests in the East 
Lost Hills and Almond Flank prospects expire between April, 2001 and January, 2005. We are currently 
negotiating an extension to the Texaco lease which is scheduled to expire on April 15, 2001. 


We are developing two drillable prospects on our lease position in the northwestern Lost Hills area. Our 
first deep-gas exploration well in the San Joaquin Valley, known as the Ivanhoe Northwest Lost Hills #1, 
will be drilled in Kern County. Drilling is expected to commence in the second quarter of 2001. This 
prospect is a deep Temblor prospect which lies five miles northwest of, and on a trend with, the 
Bellevue No. 1 blowout well, drilled by Berkley Petroleum Corp. (“Berkley”), which was a Temblor gas 
discovery. In the 6,300 gross acres encompassing the Northwest Lost Hills prospect, we hold a maximum 
working interest of 47%. Berkley has the right to participate up to 33% in certain blocks within the 
acreage including lvanhoe Northwest Lost Hills #1. If Berkley exercises this right, our average working 
interest in the acreage will be reduced to 42%. 


In addition to our Northwest Lost Hills #1 prospect, we are evaluating the development potential of the 
Almond Flank prospect, which is a fractured Monterey play. 


e Amethyst Prospect (South Belridge) 


We have developed the Amethyst prospect in the northern part of the South Belridge area. We expect to 
commence drilling in the third quarter of 2001. We currently have a minimum working interest of 12.5% 
with Aera holding the balance. 


¢ Diamond Prospect 


We are developing the Diamond prospect in the Lost Hills area. We expect to complete a 3-D seismic 
survey over this prospect in the second quarter of 2001. We currently have a minimum working interest 
of 12.5% in this prospect, with Aera holding the balance. 


e¢ Belgian Anticline Prospect 


We identified a drillable prospect on the western flank of the Belgian Anticline and spudded a well late 
in 2000. Three potential zones of hydrocarbon bearing sands totalling 240 gross feet were identified. In 
December, 2000, it was determined that two of the three zones were not capable of commercial 
production. Testing in the third zone is expected to be completed in the first half of 2001. We own a 
40% working interest in the prospect with Aera holding the balance. 


South Midway Sunset Project 


We drilled 21 wells in the South Midway Sunset area in 2000. 19 of these wells are producing oil at 
commercial rates. We are currently producing approximately 250 barrels per day. We are considering 
production enhancement options, but have not yet attempted any such enhancements. The project is 
primarily designed to provide immediate cash flow from a low risk, low cost development project with 
existing infrastructure. We own a 100% working interest and a 92.9% revenue interest in the project. 
Aera elected not to participate in this project but receives royalties pursuant to the Aera Agreement. 


Citrus Prospect 


We have applied for a permit to drill a well in the Lost Hills area in 2001. This project is primarily 
designed to provide immediate cash flow from a low risk, low cost development project with existing 
infrastructure. We own a 100% working interest in the prospect. 


Magic Mountain Prospect 


We will commence drilling a 12,000 foot well to test our exploration target in the Ventura basin of 

Los Angeles County during the first half of 2001. The prospect contains the same Miocene-Age sands as 
those of a neighbouring field that had significant oil and gas production. The prospect is not subject to 
the Aera Agreement. We own a 100% working interest in the prospect. 


Primex/Aera Exploration Agreements 


On September 15, 1999, we entered into an agreement with Prime Natural Resources, LLC (formerly 
Prime-X Oil & Gas LLC) (“Primex”) to jointly conduct a 3-D seismic survey in the southern San Joaquin 
Basin in order to identify new oil and gas prospects over an area of approximately 80,000 acres. 


Effective October 1, 1999, we entered into an exploration agreement with Primex and Aera in which we 
agreed to pool certain of our respective acreage positions in the southern San Joaquin Basin in order to 
share the costs of carrying out the program and broaden our respective interests in the area. Aera will 
retain an equal interest in the data generated from the 3-D seismic program, but all costs of carrying out 
the program will be borne equally by Primex and ourselves. 


The pooled acreage under the agreement is divided into four areas and our participating interest ranges 
from 17.5% to 50%. The survey is intended to identify prospects for exploration drilling. Once prospects 
have been identified, each party may elect to participate in a drilling program. 


Texas Properties 


In April, 2000, we entered into an agreement with Discovery Operating, Inc. (“Discovery”) an 
independent oil and gas company. Discovery holds certain leases and is a party to certain farm-out 
agreements relating to over 9,100 gross acres of oil and gas exploration property in the Spraberry Trend 
of the West Texas Permian Basin in Midland County. Under the terms of our agreement with Discovery, 
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we hold, until payout of our costs, a 62.5% working interest in the property. Upon payout, we will retain 
a 50% interest. Discovery is the operator of the project. We have drilled 22 wells on the property to date, 
and 19 of the wells are now producing approximately 500 barrels of oil equivalents per day. During the 
remainder of 2001, we expect to drill an additional 30 wells on the property, and, by the end of 2001, to 
have approximately 49 wells on production. Ninety new wells will be required to develop our proved 
acreage in the Spraberry Trend. We have the option to continue or terminate the drilling program on a 
well-by-well basis. 


In December, 2000 and during the first quarter of 2001, we acquired over 28,400 gross (20,700 net) acres 
in the Bossier gas sands, located in East Texas. We have identified six prospects where we expect to 
commence drilling in the third quarter of 2001. Our working interest in the Bossier sands is subject to 
leasehold burdens and a 9.375% net profit interest. We intend to continue increasing our leased acreage 
in the Bossier area. 


China Properties 


We hold interests in China through Sunwing. We acquired all of the issued and outstanding common 
shares of Sunwing in June, 1999 pursuant to a statutory arrangement under the Yukon Business 
Corporations Act. 


Dagang Project 


Our principal asset in China is a production sharing contract dated September 8, 1997 (the “Dagang 
Contract”) with CNPC. PetroChina Company Limited (“PetroChina”), a subsidiary of CNPC, administers the 
Dagang Contract on CNPC’s behalf. The Dagang Contract is a production sharing arrangement covering 
an area of 22,400 gross acres divided into six blocks in the Kongnan oilfield in Dagang, Hebei Province, 
China (the “Dagang Project”). 


The Dagang Contract is effectively a licensing arrangement in which we are obliged to meet 100% of the 
development costs for which we receive the right to operate the Kongnan oilfield for a period of 

20 years and participate in the oil production from the field. If and when we commence production at 
the Dagang Project, after deduction of royalties, value added tax and operating costs, we will be entitled 
to 82% of the remainder of the net revenue generated from oil production until our development costs 
have been recovered in full. Thereafter, we will be entitled to receive 49% of the net revenue. 


We have a marketing arrangement with CNPC whereby we have the option of either exporting our share 
of oil production or selling it to CNPC. We currently sell our crude oil to CNPC at a price equal to the 
three month rolling average price of Cinta crude oil as published by Platts. The average price of Cinta 
crude oil over the last three years is approximately $2.00 per barrel less than the West Texas 
Intermediate (“WTI”) price. 


We are obliged to pay value added tax of 5% on oil production from the Dagang Project. We pay no 
royalty until annual gross production of crude oil from a particular block within the Dagang Project 
exceeds 500,000 tonnes. Royalties then become payable at a rate of 2% and increase incrementally as 
the rate of production increases to a maximum of 12.5% once annual gross production on a block 
exceeds four million tonnes. We do not expect to pay royalties as we do not expect that any of the 
blocks will produce more than 500,000 tonnes per annum. Our entire interest in the Dagang Project will 
revert to CNPC if we terminate the Dagang Contract at the conclusion of the pilot testing phase, or at 
the end of the 20-year production period. We may elect to abandon the project at any time before the 
end of the 20-year production period. 


We have farmed out a 20% working interest in the Dagang Contract to Nippon. Nippon earned its 
working interest by funding $6 million of pilot testing expenditures on the Dagang Project. We remain 
the operator of the Dagang Project. 


In February, 2001, we completed the pilot testing phase and we are now preparing to submit an overall 
development plan for the Dagang Project to CNPC, for its approval during the third quarter of 2001. The 


10 


development phase will start after CNPC approval. We contemplate drilling approximately 120 new wells 
and reworking approximately 50 to 82 existing wells. We estimate that, in order to complete the 
development phase, we will need to invest in excess of $150 million over four years. 


Dagqing Project 


We are also a party to a production sharing contract dated August 8, 1996 with CNPC (the “Daqing 
Contract”) which covers an area of 8,100 gross acres in the Zhaozhou oilfield in Daqing, Heilongjiang 
Province, China (the “Daqing Project”). PetroChina also administers the Daging Contract on 

CNPC’s behalf. 


The terms of the Daqing Contract are substantially the same as the Dagang Contract except we will be 
entitled to 85% of the net revenue from oil production until we have recovered our development costs. 
Our royalty payment obligations are the same as for the Dagang Project except that royalties are 
calculated on the basis of production from the entire project instead of individual blocks. CNPC is also 
entitled to a 2.5% priority allocation of oil production from the Daqing Project. 


Like our marketing arrangement at Dagang, we have the option of either exporting our share of oil 
production or selling it to CNPC. We currently sell our Daging Project crude oil to CNPC at a price equal 
to the three month rolling average price of Daging crude oil as published by Platts. The average price 
over the last three years is approximately $1.50 per barrel less than the WTI price. 


We successfully completed our pilot testing program in 1998. However, we delayed preparation of our 
overall development plan due to low world oil prices and in order to concentrate our efforts on the 
larger Dagang Project. CNPC agreed to operate the field pending their review and approval of our overall 
development plan for the Daqing Project. CNPC approved our overall development plan in February 
2001 and, as a result, we expect to resume control of Daqing Project operations during the first half of 
2001. Our overall development plan contemplates the drilling of approximately 60 new wells during a 
two year development phase which is scheduled to begin in the second half of 2001. We estimate that, 
in order to complete the development phase, we will need to invest approximately $23 million over 

two years. 


Sichuan Basin 


In February, 2001, we signed two memoranda of understanding with PetroChina. These memoranda give 
us the exclusive right to negotiate petroleum contracts with PetroChina in three land blocks in Sichuan 
Province. 


We have agreed with PetroChina to carry out joint feasibility studies on the Zitongxi, Zitongdong and 
Yudong blocks located in the Sichuan Basin, approximately 930 miles southwest of Beijing. These blocks 
cover an area of approximately 2.2 million acres. If the results of the joint feasibility studies are positive, 
we will proceed to negotiate production sharing contracts, subject to Chinese government approvals. We 
will have the exclusive right to negotiate production sharing contracts with PetroChina for a period of 
four months following receipt of government approval in respect of the Yudong block and for a period 
of nine months from February 2001 in respect of the Zitongxi and Zitongdong blocks. 


PetroChina has drilled 39 wells on the three blocks. Twenty-six of these wells have been classified as 
producing gas wells. PetroChina has only production tested eight of the estimated 38 hydrocarbon 
bearing structures located on the three blocks. 


Russia Properties 


When we commenced business in 1996, our original business plan was to acquire, explore, develop and 
operate oil and gas projects in Russia. We acquired a 50% interest in an exploration and development 
project at the Kalchinskoye field in western Siberia (“Tura”), a 50% interest in an exploration block 
adjacent to Tura (“Radonezh”) and a 50% interest in an enhanced oil recovery project in the Krasnodar 
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region near the Black Sea. In 1998, we concluded that the Krasnodar project was uneconomic and we 
relinquished our interest in it. 


We enjoyed greater success with our development and rehabilitation activities at Tura and succeeded in 
tripling production over an 18 month period. We curtailed investment under our development program 
at Tura in the second quarter of 1998 when our Russian partner in the Tura project, OJSC 
Tyumeneftegaz, and its parent company Tyumen Oil Company commenced a series of actions against us 
in the Russian courts seeking to deprive us of our interest in Tura. We also suspended our exploration 
program at Radonezh. Following almost two years of legal proceedings in the Russian courts and 
international arbitration proceedings in Stockholm, we reached a settlement in August, 2000 under which 
we received approximately $29 million in cash and divested all of our remaining Russian project interests. 
See Item 3. “Legal Proceedings”. 


Peru Properties 


In August, 1998, we acquired a 50% participating interest in a 2.5 million acre concession in the Ucayali 
basin of east-central Peru known as Block 71 by funding $13.5 million in drilling and related 
expenditures. Our initial exploratory well on Block 71 was plugged and abandoned as a dry hole in 
December, 1998. The well, drilled to a total depth of 7,123 feet, encountered minor shows of oil and gas 
at various intervals, but was determined to be non-commercial. We relinquished our interest in Block 71 
during 2000. 


COMPETITION 


The oil and gas industry is highly competitive. Our position in the oil and gas industry, which includes 
the search for, and development of, new sources of supply, is particularly competitive. The oil and gas 
industry also competes with other industries in supplying energy, fuel and other needs of consumers. 
See Item 7. “Management's Discussion and Analysis of Financial Condition and Results of Operations — 
Risk Factors.” 


ENVIRONMENTAL REGULATIONS 


Both our oil and gas and GTL operations are subject to various levels of government laws and 
regulations relating to the protection of the environment in the countries in which they operate. We 
believe that our operations comply in all material respects with applicable environmental laws. 


In the United States, environmental laws and regulations are implemented principally by the 
Environmental Protection Agency, Department of Transportation and the Department of the Interior and 
comparable state agencies, govern the management of hazardous waste, the discharge of pollutants into 
the air and into surface and underground waters and the construction of new discharge sources, the 
manufacture, sale and disposal of chemical substances, and surface and underground mining. These laws 
and regulations generally provide for civil and criminal penalties and fines, as well as injunctive and 
remedial relief. 


In China, environmental regulation does not exist on a national level. Individual projects are monitored 
by the state and the standard of environmental regulation depends on each case. 


In Australia, operations are subject to regulation under various state, territory and commonwealth 
(federal) environmental laws. At the federal level, the Department of Primary Industry and Energy has 
regulatory responsibility. This responsibility is shared at the state/territory level with the Department of 
Minerals and Energy. Various environmental protection agencies provide advice to these departments. 


GOVERNMENT REGULATIONS 


Our business is subject to certain United States and Chinese federal, state and local laws and regulations 
relating to the exploration for, and development, production and marketing of, crude oil and natural gas, 
as well as environmental and safety matters. In addition, the Chinese government regulates various 
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aspects of foreign company operations in China. Such laws and regulations have generally become more 
stringent in recent years in the United States, often imposing greater liability on a larger number of 
potentially responsible parties. It is not unreasonable to expect that the same trend will be encountered 
in China. Because the requirements imposed by such laws and regulations are frequently changed, we 
are not able to predict the ultimate cost of compliance. 


EMPLOYEES 


At March 1, 2001, we had 70 employees. None of our employees are unionized. 


RESERVES, PRODUCTION AND RELATED INFORMATION 


See the Supplementary Disclosures About Oil and Gas Production Activities included under Item 8 in this 
Annual Report for information with respect to our oil and gas producing activities. We have not filed 
with or included in reports to any other United States federal authority or agency, any estimates of total 
proved crude oil or natural gas reserves since the beginning of the last fiscal year. 


The following tables set forth, for each of the last three fiscal years, our average sales prices and average 
production costs per unit of production. Average sales prices are after royalties in the United States and 
Russia. In China, proceeds from the sale of oil produced is credited to our China cost pool due to the 
stage of development of our projects in China. In 2000, the average sales price realized on China 
production was $28.26 (1999 — $21.27). Average production costs include lifting costs, but exclude 
depreciation, depletion and amortization, royalties, income taxes, interest and selling administrative and 
other expenses. 


Average Sales Price Average Production Cost 
2000 1999 1998 2000 1999 1998 
Crude Oil and Natural Gas Liquids ($/Boe) 
RUSSledl = SRN, tse Seis ae ae eek = $ 4.68 $ 7.43 = $ 2.49 $ 2.86 
United? States.c, 6, Steer oes erases sls Sie oat $27.52 _— — $10.00 _ _ 


The following tables set forth the number of productive crude oil wells (both producing wells and wells 
capable of production) in which we held an interest at December 31, 2000 and 1999: 


2000 1999 
Oil Oil 
Gross(1) Net(2) Gross(T) Net(2) 
RUSSIA StS: Sed cere eienere wae wee evs achertn ree oh Re Beene = a Te — 
Unitect States) > se23s7 Soe se ee cree eS 29 25.6 — — 
Chinas ree emer a eek ae See ore kaes acd So ees mes eetee son 9 6.7 4 3.4 


(1) Gross wells are the total number of wells in which an interest is owned. 


(2) Net wells are the sum of fractional interests owned in gross wells. 


The following table sets forth, for each of the last three fiscal years, our participation in the drilling of 
net crude oil and natural gas wells 


Exploratory 
Productive 
2000 1999 1998 
RUS Saeco Se oe NS measure ece ME Fy cues — — 0.5 
United’States niece sinc. on Se Oe a Awnewne TT MN AL hn te ec iat BPO — — — 
@lqi lat: brdhc eee econ a At re ain Shee po a AC one ae Se as eee ar Cer H — — — 
Tota es eee ion tee ce te see See eee ee a eng ena eeS Ch ERG hs pin aetican hate te 0 0) 0.5 


Dry 


2000 1999 1998 
RUSS iat ee eee ee PRC Gece ed Mr ces en NO SE Me BOI Sener en cae — — 1 
United: States. 22 oe ee se oe Let Nees namin war Te 2 2 — 
(lela the tenner Caine eesti aie ee erate er fee ee et, Aba Ce awe tes tok al ha eno aise Cy Ae — — — 
HO tales sn Ae cing tee een ae thts Se ei etn © Guten ws pe Re Una ean Le aA ee ee 2 2 1 
Development 
Productive 
2000 1999 1998 
RUSS al pince ot eee re Se hy Rie iad ey tech a An aie igh doe A nein ie eT — —- 7 
Wnitedi States sass es eee eR ig Ae EE Arg ee ee A Re eR te I 25.6 -—— — 
Git aarti say oe end oe nn eae ce ak Sane eng ed hee bre De Navies wars an eco BS 3.4 — 
HL Ota Scores eee sites S05 Sect eI ea ae alece trea a Mieree MES Veni eo ise gM ca Ngee 28.9 3.4 2 
Dry 
2000 1999 1998 
RUST ase aia ee peter ET ter cl eae ema SPACES RG TEE Se TT choca. Sareea — — — 
UITGCES tates aac eee ee ete tn Neca oer a Mustela oepme aalo ta 2 — — 
On TDAL IRE Reese tna Pen meet oR IR Gig Lae UBD Cer ie O i aarti neh a Mewes — — 
R01 6 | far Sy eet Rte oe noe ORT Oe SOLU Oh Coe ic SRD CNET NR ec Sagi wt eet 2 0 0 
The following tables set forth our holdings of developed and undeveloped oil and gas acreage at 
March 1, 2001: 
Developed Undeveloped 
Gross Net Gross Net 
Acres(1) Acres(2) Acres(1) Acres(2) 
UinitediStates xcs ey ic aoe ane eee op ea 2,465 1,864 117,338 68,026 
Ginia(3) ear eres ea are AT A hee Ore Spin hy beh Aree 1,976 927 28,479 13,356 


(1) Gross acres include the interests of others. 
(2) Net acres exclude the interests of others. 
(3) The number of developed acres disclosed in respect of our China projects relates only to those 


portions of the relevant fields covered by our pilot testing operations and does not include the 
remaining portions of the fields previously developed by CNPC. 


As of March 1, 2001 we were in the process of drilling one well in Texas. A total of five wells were 
started in Texas in 2001, four of which reached total depth by March 1, 2001 and will be completed and 
put on production in due course. 


The following table sets out estimates of our share of proved reserves in respect of our United States 
and China operations and calculations of cash flows, before tax and after tax, undiscounted and 
discounted at 10% and 15%, based on costs and prices as at December 31, 2000. Estimates for our China 
Operations were prepared by independent petroleum consultants Gilbert Laustsen Jung Associates Ltd. 
Estimates for our United States operations were prepared by independent petroleum consultants Duke 
Engineering & Services and Joe C. Neal & Associates. 


Our Share of Before Tax Cash Our Share of After Tax Cash 
Flows Flows 
__Our Share in thousands of dollars in thousands of dollars 
OIL GAS discounted at: discounted at: 

(MBbl) (MMcf) 0% 10% 15% 0% 10% 15% 
Proved Reserves(1) 
UnitedeStatesi< sass tecateciS centerttes 4,773 6,296 $ 67,604 $ 28,133 $ 19,501 $ 46,103 $ 19,202 $ 13,585 
Ghinatees case cee eee ets eee 21,021 a 278,287 120,687 83,411 196,954 82,034 54,989 


25,794 6,296 $345,891 $148,820 $102,912 $243,057 $101,236. $ 68,574 


(1) “Proved Reserves” are the estimated quantities of crude oil which geological and engineering data 
demonstrate with reasonable certainty to be recoverable in future years from known reservoirs 
under existing economic conditions. Our share of the reserves is shown before royalties. Our share 
of the reserves net of royalties is disclosed in the “Supplementary Disclosures about Oil and Gas 
Production Activities”, which follow the notes to our financial statements set forth in Item 8 of this 
Annual Report. 


ITEM 3. LEGAL PROCEEDINGS 


We jointly formed Tura with TNG in 1996, through a Russian closed stock company, to enhance 
production at the Kalchinskoye oil field in the Tyumen Region of western Siberia. At that time, the 
Russian government held a controlling interest in TNG’s parent Tyumen Oil Company. During 1997 and 
the first half of 1998, we achieved substantial technical success at the Tura Project. Our introduction of 
western capital and technology to the project resulted in daily production at the field more than 
doubling, from 4,900 barrels of oil per day to 11,500 barrels of oil per day. 


In May, 1998, shortly after the privatization of Tyumen Oil Company, its new owners began to assert 
direct management control over TNG and began to dispute the terms of our Tura joint venture. They 
then commenced a number of legal actions against the Tura joint venture company in the Tyumen 
regional courts challenging the validity of the foundation agreement which created the Tura joint 
venture company and the transfer from TNG to the Tura joint venture company of the licenses required 
to develop the Kalchinskoye oil field. 


In their initial series of court actions, TNG and Tyumen Oil Company obtained temporary injunctions 
against the Tura joint venture company. These injunctions did not materially affect production, but 
severely restricted Tura’s ability to sell its oil during the second half of 1998. In the face of TNG’s actions, 
we withheld planned capital contributions to the Tura project for further development of the field and 
limited Tura’s operations to maintenance activities. In early 1999, Tura succeeded in negotiating an 
interim sales agreement with Tyumen Oil Company, with the assistance of the Russian Ministry of Fuel 
and Energy. This agreement facilitated the sale of 1998 year end inventory as well as production through 
the second quarter of 1999. While the terms of the agreement were unfavourable to Tura, oil sales 
produced cash flow which allowed Tura to maintain oil field operations while the dispute continued. This 
interim agreement expired in June, 1999. 


Throughout the dispute, Tura was involved in a series of legal proceedings with TNG and Tyumen Oil 
Company in the Russian courts, both at the regional level in Tyumen and at the appellate level in the 
senior courts in Moscow. Although we argued that the Russian court decisions were procedurally flawed 
and legally incorrect, TNG and Tyumen Oil Company prevailed in certain key judicial decisions and were 
ultimately successful in effectively invalidating the Tura foundation agreement and the license transfers. 
TNG was subsequently able to obtain new licenses for the Kalchinskoye field which superseded Tura’s 
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licenses. As a consequence, Tura’s direct production and oil sales rights were revoked and, as of June 


1999 the Tura joint venture company was replaced as operator of the field. 


In June, 1999, we commenced international arbitration proceedings against TNG under the authority of 


the Chamber of Commerce of Stockholm, Sweden pursuant to the UNCITRAL Arbitration Rules. We 


alleged that TNG willfully and materially breached numerous provisions of the Tura joint venture 


company’s charter and acted in bad faith and in willful disregard of its contractual obligations. Through 
the arbitration, we sought an award of approximately $110 million representing, among other things, 


recovery of our investment and lost future profits. 


In August, 2000, we entered into a settlement agreement with TNG, Tyumen Oil Company and Stesana 
Enterprises Limited (“Stesana”). Under the terms of the settlement agreement, we disposed of all of the 
outstanding shares of the two Cypriot subsidiaries through which we held our interest in Tura and in the 
adjacent Radonezh exploration project. As consideration, we received approximately $29 million in cash 
from the acquiror, Stesana. We also agreed with TNG and Tyumen Oil Company to terminate all legal 


proceedings in Russia and all proceedings in connection with the Stockholm arbitration. All such 
proceedings have now been terminated. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 


Not applicable. 


PART Il 


ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED 
STOCKHOLDER MATTERS 


Market Information 


Our common shares are traded on the NASDAQ National Market and The Toronto Stock Exchange. 


The high and low sale prices of our common shares as reported on the NASDAQ National Market for the 
third and fourth quarter of 2000 and The Toronto Stock Exchange for each quarter during the past two 


years are as follows: 


NASDAQ NATIONAL MARKET (IVAN) 


2000 

Ist Q 2nd Q 3rd Q(1) 4th Q 
HQ eta nt en Nee rt a et erie atria ree = — 4.6875 GW 
QW sei 8 arcs SNe Rhye ol asta i, the metal as ou i een a — == 4.00 3.875 

(1) Our common shares did not commence trading on the NASDAQ National Market until 

August 28, 2000. 
THE TORONTO STOCK EXCHANGE (IE) 
(CDN.$) 

2000 1999 
1st Q 2nd Q 3rd Q 4th Q Ist Q 2nd Q 3rd Q 4th Q 
Le | 8 Ree estan ite ei apr Cope 4.20 7.20 7.50 9.80 0.60 2.20 4.90 3.95 
LOW S23 ete ta ote 2.50 2.61 5.95 6.00 0.32 0.43 2.10 2.50 


On March 1, 2001, the closing prices for our common shares were $4.6875 on the NASDAQ National 


Market and Cdn.$7.15 on The Toronto Stock Exchange. 
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Holders of Common Shares 


As at March 1, 2001, a total of 127,047,362 of our common shares were issued and outstanding and held 
by 89 holders of record. 


Dividends 


We have not paid any dividends on our outstanding common shares since we were incorporated and we 
do not anticipate that we will do so in the foreseeable future. The declaration of dividends on our 
common shares is, subject to certain statutory restrictions described below, within the discretion of our 
Board of Directors based on their assessment of, among other factors, our earnings or lack thereof, our 
capital and operating expenditure requirements and our overall financial condition. Under the Yukon 
Business Corporations Act, our Board of Directors has no discretion to declare or pay a dividend on our 
common shares if they have reasonable grounds for believing that we are, or would after payment of 
the dividend be, unable to pay our liabilities as they become due or that the realizable value of our 
assets would, as a result of the dividend, be less than the aggregate sum of our liabilities and the stated 
capital of our common shares. 


Exchange Controls and Taxation 


There is no law or governmental decree or regulation in Canada that restricts the export or import of 
capital, or affects the remittance of dividends, interest or other payments to a non-resident holder of our 
common shares, other than withholding tax requirements. 


There is no limitation imposed by the laws of Canada, the laws of the Yukon, or our constating 
documents on the right of a non-resident to hold or vote our common shares, other than as provided in 
the Investment Canada Act (Canada) (the “Investment Act”), which generally prohibits a reviewable 
investment by an entity that is not a “Canadian”, as defined, unless after review, the minister responsible 
for the Investment Act is satisfied that the investment is likely to be of net benefit to Canada. An 
investment in our common shares by a non-Canadian who is not a “WTO investor” (which includes 
governments of, or individuals who are nationals of, member states of the World Trade Organization and 
corporations and other entities which are controlled by them), at a time when we were not already 
controlled by a WTO investor, would be reviewable under the Investment Act under two circumstances. 
First, if it was an investment to acquire control (within the meaning of the Investment Act) and the value 
of our assets, as determined under Investment Act regulations, was Cdn.$5,000,000 or more. Second, the 
investment would also be reviewable if an order for review was made by the federal cabinet of the 
Canadian government on the grounds that the investment related to Canada’s cultural heritage or 
national identity (as prescribed under the Investment Act), regardless of asset value. An investment in 
our common shares by a WTO investor, or by a non-Canadian at a time when we were already 
controlled by a WTO investor, would be reviewable under the Investment Act if it was an investment to 
acquire control and the value of our assets, as determined under Investment Act regulations, was not 
less than a specified amount, which for 2001 is Cdn.$209 million. The Investment Act provides detailed 
rules to determine if there has been an acquisition of control. For example, a non-Canadian would 
acquire control of us for the purposes of the Investment Act if the non-Canadian acquired a majority of 
our outstanding common shares. The acquisition of less than a majority, but one-third or more, of our 
common shares would be presumed to be an acquisition of control of us unless it could be established 
that, on the acquisition, we were not controlled in fact by the acquirer. An acquisition of control for the 
purposes of the Investment Act could also occur as a result of the acquisition by a non-Canadian of all 
or substantially all of our assets. 


Amounts that we may, in the future, pay or credit, or be deemed to have paid or credited, to you as 
dividends in respect of the common shares you hold at a time when you are not a resident of Canada 
within the meaning of the Income Tax Act (Canada) will generally be subject to Canadian non-resident 
withholding tax of 25% of the amount paid or credited, which may be reduced under the Canada-United 
States Income Tax Convention (the “Convention”). Currently, under the Convention, the rate of Canadian 
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non-resident withholding tax on the gross amount of dividends paid or credited to a U.S. resident is 
generally 15%. However, if the beneficial owner of such dividends is a U.S. resident corporation which 
owns 10% or more of our voting stock, the withholding rate is reduced to 5%. In the case of certain tax 
exempt entities which are residents of the United States for the purpose of the Convention, the 
withholding tax on dividends may be reduced to 0%. 


ITEM 6. SELECTED FINANCIAL DATA 


The selected financial data set forth below are derived from the accompanying financial statements 
which form part of this Annual Report. The financial statements have been prepared in accordance with 
generally accepted accounting principles (“GAAP”) applicable in Canada which is not materially different 
from GAAP in the United States. For a United States GAAP reconciliation, see Note 14 to our financial 
statements. See also Item 7. “Management's Discussion and Analysis of Financial Condition and Results 
of Operation”. 


The following table shows selected financial information for the periods indicated: 


Year ended December 31, 


2000 1999 1998 1997 1996 
(stated in thousands of U.S. dollars, except per share amounts) 
REVENUES ir ei bcos RS Fars Pannen $14,063 $ 6,210 Sut 2esee S$: 15,077. $ 24 
Total <AaSSEtS i acter ee tee ees 99,800 47,659 49,442 120,483 22152 
kong-terin debt. cur At iy ass oe Nil Nil 1,763 1,718 Nil 
Netearnings. (loss) 2. -..0. foe eee ds 5,429 (7,802) (70,677)(1) (2,185) (1,593) 
Net earnings (loss) per share.......... 0.05 (0.08) (0.79) (0.03) (0.22) 


(1) Includes asset writedown of $70.2 million. See Note 9 to our financial statements under Item 8 in 
this Annual Report. 


Reconciliation to GAAP in United States 


Our financial statements have been prepared in accordance with GAAP applicable in Canada which differ 
in certain respects from those principles that we would have followed had our financial statements been 
prepared in accordance with GAAP in the United States. The only material difference between Canadian 
and U.S. GAAP which affects our financial statements is that under U.S. GAAP the determination of 
earnings per share is calculated excluding shares held in escrow, and dilutive earnings per share is 
calculated on the treasury method rather than the imputed earnings method applied in Canada. 


Had we followed U.S. GAAP, certain selected financial information reported above would have been 
reported as follows. Potential exercise of the stock options and warrants disclosed in Note 7 to the 
financial statements and potential conversion of the debt, Note 6, do not have a material dilutive effect 
on the earnings per share. 


Year ended December 31, 


2000 1999 1998 1997 1996 
(stated in thousands of U.S. dollars, except per share 
amounts) 
Net earnings (loss) per share ................ 0.05 (0.09) (1.10) (0.04) (0.22) 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


Year Ended December 31, 2000 
Overview 


During 2000, we concentrated our efforts on developing drillable prospects in the San Joaquin Valley of 
California on acreage covered by the Aera Agreement and on additional acreage we acquired there. To 
date, we have identified six drillable prospects. We have selected a location for our first deep-gas well at 
Northwest Lost Hills and, depending on rig availability, we plan to spud the well during the second 
quarter of 2001. During the second quarter of 2000, we commenced a drilling program in the South 
Midway Sunset area and, by year-end, we had drilled 21 wells. We commenced commercial production 
during the third quarter. See Items 1 and 2. “Business and Properties — Oil and Gas Properties — 
California Properties”. 


In 2000, we secured a 62.5% interest (96% interest in the first four wells) in 9,100 gross (5,700 net) acres 
in the Spraberry Trend of the West Texas Permian Basin. By year-end, we had spudded 16 wells. Our 
interest in the play decreases to 50% after payout. During the fourth quarter of 2000 and the first two 
months of 2001, we acquired an interest in over 28,400 gross (20,700 net) acres in the Bossier sands in 
East Texas, where we expect to commence drilling in the third quarter of 2001. See Items 1 and 2. 
“Business and Properties — Oil and Gas Properties — Texas Properties”. 


At our two projects in China, we concentrated our efforts on completing the pilot testing phase of the 
Dagang Project and obtaining approval by the Chinese government for our overall development plan at 
our Daqing Project, which we received in February, 2001. Implementation of the plan is scheduled to 
commence in the third quarter of 2001. At our Dagang Project, the pilot testing phase was completed 
successfully in February 2001. We now plan to proceed with the development phase which will require 
the submission of an overall development plan to the Chinese government for approval. We expect to 
submit it in the second half of 2001. See Items 1 and 2. “Business and Properties — Oil and Gas 
Properties — China Properties”. 


During 2000, we acquired a master license from Syntroleum permitting us to use Syntroleum’s 
proprietary GTL technology and on October 5, 2000 we signed a letter of intent with Syntroleum to 
acquire a 13% non-recourse partnership interest in Syntroleum’s. Sweetwater GTL project under 
development in Western Australia. See Items 1 and 2. “Business and Properties — Gas-to-Liquids 
Projects.” 


In August, 2000 we were successful in negotiating a settlement of our legal dispute with our Russian 
partner at Tura in Western Siberia. In consideration for relinquishing our entire interest in Tura and the 
adjacent Radonezh Project, we received $28.2 million, net of settlement and severance costs of 

$0.8 million. See Item 3. “Legal Proceedings”. 


Operations 


Our net income for the year was $5.4 million ($0.05 per share) compared to a loss in 1999 of $7.8 million 
($0.08 per share). We attribute the improvement from 1999 to the commencement of initial production 
from our properties in California and Texas and from the gain of $12.2 million we realized from the 
settlement of our Russian dispute. Our cash flow deficiency for the year ended December 31, 2000 was 
$11.8 million, up 90% from the cash flow deficiency of $6.2 million we experienced in 1999. In 2000, we 
raised $47.7 million through private placements and exercise of warrants and incentive stock options 
($0.7 million in 1999) and invested $40.8 million ($10.7 million in 1999) in capital assets. By the end of 
2000, we were able to sell, without further loss, the last of our equipment originally destined for Russia. 
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Production 


In 2000, we commenced production at our South Midway Sunset field in California and at our Spraberry 
field in West Texas. At South Midway Sunset we drilled and completed our first well and went into 
production in July 2000. By year-end we had drilled a total of 21 wells of which 19 were completed and 
17 in production. The remaining two completed wells were placed on production in January 2001. The 
two uncompleted development wells were dry, one of which we plan to use as a water disposal well. At 
the Spraberry Trend, we drilled 16 wells in 2000, of which 10 were completed and on production by 
year-end, with the remaining six wells completed and placed on production in early 2001. To date in 
2001, we have drilled an additional six development wells, of which one was placed on production in 
February, 2001. 


Production and revenues we generated in 2000 are detailed below. Although we generated production 
revenue in 1999 and 1998, it was all attributable to our former Russian operations and, as a 
consequence, is not comparable. 


2000 
Midway Spraberry Total 


Net Production 


Oil == BIS 3% Wink Bei: Bie ae Re EES ein aoe aa ee de 19,096 10,981 30,077 
Gas 2 MPEP Re, rh ar ce ah eee Ta Ue oe see eae — 4,816 4,816 
BO Cr Ee? a cleted «Satta Beek Care Ae es eee ine et oa 19,096 11,833 30,929 
Boe per day — exit rate December 31, 2000 .....5... 0.0.00. .00 00008. 253 383 636 
Per Boe 
Average: Sales. prices 5-28 (See y SRA es aid ce acer Peelers. aoe $25.39 $30.96 $2752 
OPeratihG COSTS Fixe ad Sete a ic er see eee an eee OPAL nce res pee 13.56 4.25 10.00 
Production: taxes she 8a s(aye ee ene sec e  eccre F ee a et e e ae wee ge — 1.50 0.57 
13.56 5D 10.57 
Depletion, Depreciation and Amortization...................0-0006. 8.70 
19.27 
Net rere Ra Se ona cera ok oe EGE aT EE SA En sr Ones eae ae eee en S25 


Total revenue from our oil and gas operations was $851,000. Our operating costs at South Midway 
Sunset were unusually high due to facility rental costs associated with start-up operations. We expect to 
reduce our operating costs at South Midway Sunset to the $4.00 per barrel range during the second 
quarter of 2001. Operating costs we reported in our statement of income include allocated head office 
engineering support costs of $0.5 million. Depletion, depreciation and amortization costs are high due to 
the nature of the South Midway Sunset and Spraberry Trend projects. While South Midway Sunset and 
Spraberry Trend require high development and facility costs to exploit limited reserves, both provide 
good economic returns at current oil and natural gas prices. 


Project Identification Costs 


We remain committed to the geographical diversification of our oil and gas activities. We follow the 
practice of expensing the costs we incur in pursuing and investigating new projects. With the acquisition 
of our Syntroleum master license, we have intensified our search for new international oil and gas and 
GTL projects. During 2000, we incurred $3.7 million, up $2.0 million from the $1.7 million incurred in 
1999, in costs associated with international project opportunities that we have rejected or that we were 
still investigating at year-end. Once we obtain rights or interests in a new project we capitalize the costs 
we incurred in obtaining the project. 
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General and Administration 


We incurred general and administrative costs of $2.8 million during 2000, up $0.2 million from the 
$2.6 million we incurred in 1999. We attribute the bulk of the increase to the costs associated with 
listing on NASDAQ in 2000. 


Other Income and Expenses 


Interest income represents income we earned on our excess cash balances held during the year. The 
increase of approximately $0.5 million during 2000 arises from the additional funds available from two 
private placements we completed during the year and from the divesture of our Russian projects. 
Russian litigation costs (down approximately $0.3 million from 1999), depletion and depreciation (down 
$1.3 million from 1999) and asset write downs (down $2.5 million from 1999) all result from the 
divesture of our Russian projects and the settlement of our legal dispute with our Russian partner in 
August 2000. 


Income Taxes 


We have significant tax losses available to carry forward and reduce taxes otherwise payable. Given the 
uncertainty as to the utilization of these tax loss carry-forwards, we have followed the practice of 
recording a provision against the tax benefit asset resulting from these losses. In 2000, our expected 
income tax expense on the income reported on our statement of income has been reduced by the 
benefit of tax assets not previously recorded. 


Exploration and Development Activities 


During 2000, we carried out an extensive exploration program in the San Joaquin Valley on acreage 
primarily acquired under our Aera Agreement. We participated in an 80,000 acre 3-D seismic shoot, the 
largest ever carried out in the San Joaquin Valley. We purchased an additional 7,000 acres of 3-D seismic 
previously shot in the same area. We also continued interpreting over 2,000 miles of 2-D seismic 
acquired in 1999. We submitted preliminary prospects to Aera for its review in 14 areas covered by the 
Aera Agreement. We are developing numerous drillable prospects within those preliminary prospect 
areas and, during 2000, we submitted six drillable prospects to Aera. See Items 1 and 2. “Description of 
Business and Properties — Oil and Gas Properties — California Properties — Aera Agreement”. At South 
Midway Sunset, where we have a 100% interest, we commenced a drilling program, details of which are 
discussed above under “Production”. In addition to the South Midway Sunset drilling program, we drilled 
three other exploration wells in the San Joaquin Valley during 2000, two of which were dry and 
abandoned. We are still testing the third well to determine its commercial potential. We identified the 
location of our first deep gas well at Northwest Lost Hills and we expect to spud the well during the 
second quarter of 2001. 


In Texas, we drilled 16 successful wells in our Spraberry Trend acreage in West Texas by year-end and an 
additional four wells during the first two months of 2001. Through a series of transactions in late 2000 
and early 2001, we were successful in acquiring an interest in over 28,400 gross (20,700 net) acres in the 
Bossier gas sands in East Texas. We expect to commence drilling at Bossier during the third quarter of 
2001. 


At our Dagang Project in China, we completed our pilot testing phase in February, 2001. During 2000, as 
part of the pilot testing phase, we placed in production four new wells. We placed our initial well on 
water injection late in 2000 to evaluate the waterflood potential of the field. We also placed on 
production a fifth well in early 2001. We have decided to proceed to the development stage of our 
Dagang Project, which will require the submission of an overall development plan to the Chinese 
government for approval. We expect to submit it to the Chinese government during the second half of 
2001. In the interim, we will continue to operate the pilot wells with production revenue accruing to us. 
At our Daqing Project, our overall development plan was approved in February, 2001 and we expect to 
start implementing it during the third quarter of 2001. Although we completed the pilot testing phase of 
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the Daging Project in 1998, we delayed submitting our overall development plan to the Chinese 
government because of low world oil prices and in order to focus our attention on our Dagang Project. 
In the interim, we agreed with CNPC to temporarily cede our operatorship of the Zhaozhou field 
pending completion and approval of our overall development plan for the Daqing Project. Having 
submitted and received approval for the Daging Project, we expect to resume our role as operator 
during the first quarter of 2001. 


The following summarizes the production and revenue we realized from the pilot testing phase of our 
Dagang Project. Prior to deciding to proceed to the development phase, this revenue was credited to the 
China cost pool for accounting purposes. All sales of oil are at or about WTI less approximately $2.00 for 
quality and transportation. We receive all proceeds in U.S. dollars offshore China. 


2000 1999 
Oil productiona(net)f—-Bbis 30 424 santero ne eens epiaete es nate ae ees 102,708 4,334 
Price:periBbiiréalizeds <i 75 5s oe are tes Ae ere ae backs oes te ne eee Se 26:20 S2 1.27 
TOtal proceeds, cents aes ee ENG bene ra: Seed eT Snen Tae oneness tienes emia $2,903,000 $92,203 


Our total capital spending on oil and gas operations during 2000, compared to 1999, was as follows: 


2000 1999 
(in thousands) 


Capital Expenditures: 


United, States) 2.25 ten etn ae Ue ae cote Pia, (ee eee ayaa, sat eee ie $22,816 § 9,565 
CS al ars eRe eats fo eae i MCN ARS aT a ar NUL hala eA PPR meg eid ode AE OOS i hee 5,676 13,280 
RUSS eh tires areca arts ton ao a see ee NRPS eos Nes oe ore ne eT Tek eae peace eS — 1,283 
a1 OY pine th eo ae ret DEL An Bias We pd ph are May, ian Rar erin evs enh 20 aL aah NE Dh by ee DNRC Ie oe — 80 


Comprised of: 


Property acquisition .255..75 a8 ia sa tt Reta ace ivie ae a t cd rE  ae $ 6,392 $11,346 
Royalty: acquisition mirtcc-34 Se eso See ake Coats an Geese etek et Nea ee ene 1,157 4,023 
SEISMIC Parkes 2 Sis eres A al ae a erm td oe Sate Pate ni tear ot eae 3,840 3,442 
EXxploratioli ete costs tie eine ttre paren na oeeeet iestis eiie, canara aa ee eee a 667 1,311 
Development -/acjk is ote hak ee SER ee aes oa ao has se ea 19,376 4,178 

31,432 24,300 
Lessi:Chinasorl production ’s c= Sst. arena ete cit. seeera: sey crt eh cee earners nee (2,940) (92) 


$28,492 $24,208 


Gas-to-Liquids 


During 2000, we acquired a master license from Syntroleum which allows us to use Syntroleum’s 
proprietary GTL technology in an unlimited number of GTL projects throughout the world excluding 
North America, China and India. The Syntroleum GTL process converts natural gas into synthetic liquid 
hydrocarbons that can be utilized to develop cleaner-burning diesel fuel and other synthetic petroleum 
products. We have commenced engineering studies and review of several potential sites for our first GTL 
plant and we are in advanced discussions with national petroleum corporations in the Middle East 

and Asia. 


On October 5, 2000, we signed a letter of intent with Syntroleum to acquire a 13% non-recourse 
partnership interest in Syntroleum’s Sweetwater GTL project under development in Western Australia. The 
plant, which will be located on the Burrup Peninsula in Western Australia, will convert natural gas 
contracted from the North West Shelf Venture Partners into ultra clean synthetic specialty products, such 
as lubricants, industrial fuel and paraffins, as well as synthetic fuels. See Items 1 and 2. “Business and 
Properties — Gas to Liquids Projects.” 
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Liquidity and Capital Resources 
We intend to pursue an aggressive capital expenditure program throughout 2001. 


At Spraberry and at South Midway Sunset we plan to continue our ongoing development programs. 
During 2001 we expect to drill nine development wells per quarter at Spraberry and an additional six 
development wells at South Midway Sunset. We consider both Spraberry and South Midway Sunset to 
be low risk, low cost projects which should continue to provide good economic returns at current 
commodity prices. Should prices weaken, we will review our development program and adjust to either 
delay or curtail our activities on these projects. 


Our exploration activities during 2001 will be concentrated in Southern California and in the Bossier 
sands. We plan to spud our first deep gas exploration well at Northwest Lost Hills during the second 
quarter. We may also drill up to five additional exploration wells in the San Joaquin and Ventura Basins 
during the balance of the year, subject to rig availability and funding. 


In China, we will focus our 2001 activities on submitting a full development plan for our Dagang project 
to CNPC during the third quarter, and on initiating our development plan at the Daqing project. 
Although we expect Daqing to be more capital intensive during 2001 than Dagang, we have the ability 
to extend the development of Daqing over a three year period if necessary. All income derived from 
production from the pilot test wells at Dagang and Daqing during this period will be for our account. 


We expect that Syntroleum will be successful in arranging project financing for the Sweetwater GTL 
project in Australia before the end of 2001. Once Syntroleum arranges project financing, we will be 
required to complete our acquisition of a 13% equity interest in the project by remitting $19 million. 
Since GTL project development is our long-term core strategy, we will continue to actively pursue 
opportunities to construct GTL conversion plants on top of existing stranded gas fields. 


For 2001, we have budgeted approximately $66 million for drilling and development plus an additional 
$19 million for the Sweetwater project. Planned capital expenditures may increase if we are successful in 
acquiring an additional GTL project during 2001 but we can give no assurance that we will do so. 


At December 31, 2000, we had $29.7 million in cash. Other than a $1 million convertible debenture, we 
have no outstanding debt. We have not previously pursued any credit facilities due to our success in 
raising capital through the sale of equity securities. However, we can give no assurance that this source 
of funding will continue to be available in the future. 


Excluding any additional capital expenditures we may incur if we acquire an additional GTL project 
during 2001, we will require external financing, net of existing financial resources and internally 
generated cash flow, of approximately $45 million to carry out all our planned activities, including 
overhead and the pursuit of new opportunities. Although we intend to raise the funds we need through 
the sale of equity securities or from production loans secured against our producing properties, we can 
give no assurance that we will be successful in doing so. If we are unable to raise the necessary funds, 
we will have to prioritize our activities, which may result in delaying, and potentially losing, some 
valuable business opportunities. Any such delay or loss may have a material adverse effect on our ability 
to successfully implement our corporate strategy. 


Year Ended December 31, 1999 


Overview 


During 1999, we continued to increase the overall size of our land position in the San Joaquin Valley of 
California through acquisitions. We purchased Diatom, a holder of extensive exploration rights in the 
area. We also acquired a series of royalty interests in the same area. We intend to continue adding to our 
oil and gas interests in the San Joaquin Valley whenever attractive opportunities arise. 


In June, 1999, we acquired Sunwing by issuing approximately 17.5 million of our common shares to 
Sunwing’s former shareholders. Through Sunwing, we hold two production sharing agreements with CNPC 
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which entitle us to participate in development projects in two of China’s largest oil producing regions and 
we have acquired the services of Sunwing’s senior management personnel who have excellent technical 
credentials and good working relationships with CNPC and the relevant Chinese government ministries 
and agencies. 


Throughout 1999, the status of our investment in the Tura project in Russia remained unresolved. TNG, 
our partner in the Tura Project, and its parent, Tyumen Oil Company, assumed effective control of the 
project in June, 1999. TNG continued its efforts in the Russian courts to deprive the Tura joint venture 
company, through which we hold our interest in the project, of its oilfield assets and equipment, without 
compensation, and to obtain a reimbursement of revenues received by the Tura joint venture company 
from prior oilfield production. To that end, TNG obtained judgement against the Tura joint venture 
company and a writ of execution for the sale of its assets. An auction of the assets was held on May 16, 
2000. No bids were received and, consequently, the bailiff transferred equipment worth 256 million 
rubles (approximately US$9.23 million based on then prevailing currency exchange rates) to TNG in 
settlement of its claim against the Tura joint venture company. We continued to pursue avenues of 
appeal in the Russian courts seeking to obtain a satisfactory remedy through Russian legal proceedings. 
We also initiated international arbitration proceedings in Stockholm, seeking recovery of our investment 
and lost future profits. 


Based on the uncertain status of our investments in Russia (including our investment in the Radonezh 
project, which was not under legal challenge but was suspended pending resolution of the Tura dispute, and 
certain equipment owned by our Cypriot subsidiaries), we stopped proportionately consolidating the results 
of our Russian operations with our other operations for financial reporting purposes as at June 30, 1999. 
After June 30, 1999, we recorded our investments in the Russian projects at cost, less an impairment 
provision we made as at December 31, 1998 in accordance with GAAP. We capitalized all costs, other than 
legal costs, associated with these investments, and amounts we recovered were applied to reduce the 
carrying value of the investments. 


For financial statement presentation in 1999, we assumed that we would be successful in reaching a 
negotiated settlement of the dispute sufficient to recover the recorded carrying value of our investment 
in the Russian projects. 


As at December 31, 1999, we recorded the remaining value of our investment in Russian operations at 
$16.2 million. This amount represented the residual value of our investment in the Russian projects, after 
providing for impairment of $46.7 million in 1998, plus $442,000 in costs we incurred during 1999 to 
maintain a presence at the Tura site after we lost control of field operations, less direct remittances of 
$2.9 million we received from the Tura joint venture company as proceeds from the sale of oil, excess 
supplies and equipment. 


Operations 


In 1999, we lost $7.8 million ($0.08 per share), including $2.5 million for impairment of equipment held 
for resale, compared to a loss of $70.7 million ($0.79 per share), also including a provision for impairment 
of oil properties and equipment held for resale of $70.2 million, during 1998. Our cash-flow deficiency 
from operating activities during the year was $6.2 million, compared to positive cash flow from operating 
activities of $4.7 million during 1998. In 1999, we received $735,000 as the proceeds of the issuance of 
common shares pursuant to the exercise of stock options and we invested cash of $10.7 million in 
capital assets ($30.1 million in 1998). In 1999, we realized $4.3 million from the sale of equipment we 
originally intended to use at the Tura project but retained and sold after the Tura project dispute arose. 
As of December 31, 1999 we held an additional $3.3 million of equipment for sale. 


During the period from January to June, 1999, when we lost control of the Tura project, we incurred a 
loss of $222,000 in respect of our Russian operations. From January until June, 1999 our share of 
production from the project was 806,679 barrels of oil (4,980 barrels per day, compared to 4,995 barrels 
per day during 1998). Our share of oil sales in 1999 was $5.5 million (representing 1,167,289 barrels at an 
average price of $4.68 per barrel), primarily into Russian domestic markets, compared to $11.0 million 
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($7.43 per barrel) received during 1998. This reduction in oil revenue of $5.5 million resulted from 
reduced volumes of oil (310,00 barrels) being available for sale as a consequence of our loss of 
operational control in June, 1999. Depressed domestic oil prices in Russia were also a factor because, as 
a result of TNG’s litigation against the Tura joint venture company, TNG was able to force Tura to sell all 
of its oil in Russian domestic markets. Our operating cost per barrel in 1999 dropped to $2.49 per barrel, 
a decrease of $0.37 per barrel from that incurred in 1998, primarily as a result of reducing our staff and 
activity levels. Sales in 1999 were primarily in the domestic Russian market and, as a consequence, 
transportation costs and excise taxes, which are levied on export sales only, were reduced from the 1998 
levels of $0.90 and $1.88 by $0.70 per barrel and $0.96 per barrel, respectively. Depletion per barrel 
during 1999 amounted to $2.00 compared to $3.04 per barrel, before provision for impairment, in 1998. 
In addition, Tura recovered operating costs for the month of June when all production was for the 
account of TNG. Our share of this additional revenue amounted to $296,000. All petroleum revenues 
reported in 1999, 1998 and 1997 were from our share of Tura’s sales. Since June 1999, there have been 
no petroleum sales from the Tura project. Activities at the Tura project during the latter half of 1998 and 
most of 1999 consisted primarily of selling oil production, disposing of excess supplies and equipment 
and defending the numerous legal actions brought by TNG and its parent company, Tyumen Oil 
Company. For the period from June 30, 1999 to December 31, 1999, we incurred continuing costs of 
$442,000 to maintain our presence at the Tura project. These costs were partially offset by the $380,000 
we received from Tura representing proceeds from the sale of excess supplies and equipment. In total, 
during 1998 and 1999 the Tura joint venture company was able to directly remit to us $2.4 million and 
$2.9 million, respectively, from proceeds received from the sale of oil, excess supplies and equipment. 


We incurred general and administrative costs during 1999 of $5.3 million, which was $2.4 million more 
than we incurred during 1998. Although we incurred additional costs of approximately $500,000 in 
establishing our business in California and funding additional administrative costs we assumed when we 
acquired Sunwing, the bulk of the 1999 increase was attributable to additional legal and professional 
fees of $1.1 million incurred preparing our international arbitration claim in Stockholm and costs of 

$1.7 million incurred pursuing other project opportunities. For presentation purposes in the 2000 
financial statements these latter two items have been reclassified and presented separately in the 
consolidated statement of income. 


We incurred capital expenditures of $24.2 million during 1999 (including $13.4 million through the issue 
of common shares) to acquire Sunwing ($10.5 million), Diatom ($548,000) and certain overriding royalty 
rights ($4.0 million), to increase our land holdings in the San Joaquin Basin and to obtain additional 
technical information with respect to our California properties ($5.0 million), and to implement our 
Dagang Project’s pilot testing program in China ($2.8 million). In addition, our share of capital 
expenditures incurred and funded by our Russian operations in early 1999, amounted to $1.3 million. The 
nature of the 1999 expenditures, compared to those in 1998 is as follows: 


1999 Capital Expenditures 1998 

By Issue of Capital 

Shares Cash Total Expenditures 

(in thousands) (in thousands) 

Property Acquisition 

PROVE Marck ease eercae ee eek sho NO oe eue He oe bake, ROT $ 6,936 $5532 $ 7,468 $ 100 
UN PrOVEC Sarai center ct tare tte aaei rd 3,381 497 3,878 250 
ROY ty STIGiitS tees ate Mente ae sneer eee sec ea 3,163 860 4,023 — 
DeVelopmenierccn tote cs his cen te ger e oa Cea ge — 4,086 4,086 9,517 
EXPIOMATION tessa cuts Were were ew Ree a ne ee ae oe Oe — 4,753 4,753 20,191 
$13,480 $10,728 $24,208 $30,058 
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Risk Factors 


We are subject to a number of risks due to the nature of the industry in which we operate, the present 
state of development of our business and the foreign jurisdictions in which we carry on business. The 
following factors contain certain forward-looking statements involving risks and uncertainties. Our actual 
results may differ materially from the results anticipated in these forward-looking statements. 


Expansion of our operations will require significant capital expenditures for which we may be unable 
to provide sufficient financing. Our need for additional capital may adversely affect our 
financial condition. 


Since we lost effective control of our interest in the Tura project in Russia in 1999, we have only recently 
resumed generating limited revenue from the production and sale of oil. We have no sustained history 
of earnings and we have operated at a loss since we commenced business. We have relied, and continue 
to rely, on external sources of financing to meet our capital requirements, to continue acquiring, 
exploring and developing oil and gas properties and to otherwise implement our corporate development 
and investment strategies. We have, in the past, relied upon equity capital as our principal source of 
funding. In January and February 2000, we completed approximately $14 million in equity financing and 
in October 2000, we completed approximately $25 million in equity financing. We also received 
approximately $29 million in August, 2000 from the sale of our Russian project interests. We plan to 
obtain the future funding we will need through debt and equity markets, but we cannot assure you that 
we will be able to obtain additional funding when it is required. If we fail to obtain the funding that we 
need when it is required, we may have to forego or delay potentially valuable opportunities to acquire 
new oil and gas properties or default on existing funding commitments to third parties and forfeit our 
rights in existing oil and gas property interests. Our limited operating history may make it difficult to 
obtain future financing. 


Our exploration and development properties may not contain any significant proven reserves beyond 
those disclosed in this Annual Report. Any forward-looking exploration, development and production 
cost data contained in this Annual Report are only estimates, and our actual production, revenues 
and expenditures may differ materially from these estimates. 


We have not determined that materially significant proven reserves exist on any of our oil and gas 
properties beyond those disclosed in this Annual Report. Oil and gas exploration and development 
involves significant risks. Few wells which are drilled are developed into commercially producing fields. 
Substantial expenditures may be required to establish the existence of proven reserves, and there can be 
no assurance that commercial quantities of oil and gas deposits will be discovered sufficient to enable us 
to recover our exploration and development costs. Our estimates of exploration, development and 
production costs can be affected by such factors as permitting regulations and requirements, weather, 
environmental factors, unforeseen technical difficulties, and unusual or unexpected formations, pressures 
and work interruptions. We cannot assure you that actual exploration cost will not exceed projected cost. 


Our business may be adversely affected if we are not able to retain our licenses, leases and working 
interests in licenses and leases. 


Some of our properties are held in the form of licenses and leases and working interests in licenses and 
leases. If we or the holder of the license or lease fails to meet the specific requirements of each license 
or lease, the license or lease may terminate or expire. We cannot assure you that any of the obligations 
required to maintain each license or lease will be met. The termination or expiration of our licenses or 
leases or our working interest relating to a license or lease may have a material adverse effect on the 
results of our operations and business. Some of our property interests will terminate unless we fulfill 
certain obligations under the terms of our agreements related to such properties. If we are not able to 
satisfy these conditions on a timely basis, we may lose our rights in these properties. The termination of 
our interests in these properties may have a material adverse effect on our business and results of 
operations. 
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Our operations may be adversely affected if we allocate significant financial resources to exploration 
of properties which do not contain any proven reserves. In addition, our operations may be affected 
by significant operating hazards and natural disasters. 


We face a number of risks inherent in oil and gas exploration and development. Exploration activities are 
expensive and consume significant financial resources. Although we try to allocate our limited financial 
resources to those properties which we believe are most likely to yield a discovery, we can never be 
certain that our exploration activities on a particular property will be successful. Like other oil and gas 
exploration companies, we try to mitigate our exploration risk by conducting our activities jointly with 
other exploration companies through joint ventures and farm-in/farm-out arrangements. In carrying out 
our exploration activities, we are also vulnerable to adverse weather conditions, mechanical difficulties, 
delays in the delivery of equipment and the risk of fire, explosions and blow-outs. 


We are not able to guarantee the successful commercial development of the GTL technology. 


No commercial-scale GTL plants have yet been constructed using Syntroleum’s proprietary GTL process 
and, therefore, the process has not been proven on a commercial scale. Other commercial developers of 
GTL technology include ExxonMobil, Shell and Sasol, each of which has significant financial resources and 
may be able to use its greater financial flexibility to commercialize their GTL technologies and commence 
production of GTL products earlier than we and Syntroleum can, thereby obtaining a potential 
competitive advantage. This advantage may prove to be particularly important as GTL project developers 
compete to obtain the most attractive stranded natural gas deposits to provide feedstock for their plants. 
The planned Sweetwater GTL plant requires significant project financing in order to come into 
production on schedule in 2003. See Items 1 and 2. “Business and Properties — Gas-to-Liquids Projects”. 


Our operations are affected by the volatility of prices for crude oil and natural gas. 


As with most other companies involved in resource exploration, we may be adversely affected by future 
increases in the costs of conducting exploration, development and resource extraction which may not be 
fully offset by increases in the price received on sale of the crude oil or natural gas. 


Our revenues, profitability and future growth, if any, and the value of our oil and gas properties are 
substantially dependent on prevailing prices of oil and gas. Our ability to borrow and to obtain 
additional capital on attractive terms is also substantially dependent upon oil and gas prices. Prices for 
oil and gas are subject to large fluctuations in response to relatively minor changes in the supply of, and 
demand for, oil and gas, market uncertainty and a variety of additional factors beyond our control. These 
factors include economic conditions in the United States and Canada, the actions of the Organization of 
Petroleum Exporting Countries, governmental regulation, political stability in the Middle East and 
elsewhere, the foreign supply of oil and gas, the price of foreign imports and the availability of alternate 
fuel sources. Any substantial and extended decline in the price of oil and gas would have an adverse 
effect on the value of our properties, our financing capacity and our prospects for commencing and 
sustaining any economic commercial production. 


Over the last 10 years, oil prices have fluctuated from $10 to over $30 per barrel. During 2000 and the 
first quarter of 2001, oil prices have remained in the range of between $25 and $35 per barrel after 
experiencing a significant decline to a low of approximately $10 per barrel in 1997 due to the Asian 
financial crisis and other economic factors. Oil and gas prices could be significantly impacted if the Kyoto 
Protocol is enacted. The Kyoto Protocol requires Western countries, including the United States and 
Canada, to reduce the emission of hydrocarbons to below existing levels, increase the efficiency of the 
use of oil and its by-products and reduce consumption. In the long term, we expect oil prices to remain 
volatile. 


Volatile oil and gas prices make it difficult to estimate the value of producing properties for acquisition 
and often cause disruption in the market for oil and gas producing properties, as buyers and sellers have 
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difficulty agreeing on such value. Price volatility also makes it difficult to budget for and project the 
return on acquisitions and development and exploration projects. 


Government regulations in China and other foreign countries may limit our activities and adversely 
affect our business operations. The interpretation and enforcement of our contractual rights may be 
affected by the prevailing laws of the foreign jurisdiction. 


We hold our interests in our China properties through production sharing contracts with CNPC. We also 
have two memoranda of understanding with CNPC’s subsidiary, PetroChina, indicating a mutual intention 
to negotiate additional production sharing contracts. We may enter into contractual arrangements to 
acquire oil and gas properties in other foreign jurisdictions with governments, governmental agencies or 
government-owned entities. The foreign legal framework for these agreements, particularly in developing 
countries, is often based on recent political and economic reforms and newly enacted legislation which 
may not be consistent with long-standing local conventions and customs. As a result, there may be 
ambiguities, inconsistencies and anomalies in the agreements or the legislation upon which they are 
based which are atypical of more developed western legal systems and which may affect the 
interpretation and enforcement of our rights and obligations and those of our foreign partners. Local 
institutions and bureaucracies responsible for administering foreign laws may lack a proper 
understanding of the laws or the experience necessary to apply them in a modern business context. 
Foreign laws may be applied in an inconsistent, arbitrary and unfair manner and legal remedies may be 
uncertain, delayed or unavailable. 


We cannot assure you, based on our existing memoranda of understanding with PetroChina, that we will 
successfully negotiate additional production sharing contracts. Although we enjoy a good relationship 
with CNPC in respect of our existing production sharing contracts, it is possible that disputes between us 
could arise in the future which must be resolved under foreign law. Foreign legal mechanisms for 
resolving legal and business disputes are not necessarily comparable to typical dispute resolution 
mechanisms used in Western countries. In China, previously decided cases are not necessarily binding in 
subsequent disputes, meaning that outcomes tend to be unpredictable. We cannot be sure that we can 
enforce our legal rights in foreign countries or that an effective legal remedy will be available to us in 
any dispute governed by foreign law. 


The cost of complying with governmental regulations in the United States and China may adversely 
affect our business operations. 


We are subject to various federal, state, provincial and local government regulations in the United States 
and China. These regulations may change depending on prevailing political or economic conditions. In 
order to comply with these regulations, we may be required to obtain discharge permits for drilling 
operations, post-drilling and abandonment bonds and file reports concerning our operations. These 
regulations affect how we carry on our business and in order to comply with them we may incur 
increased costs and delay certain activities pending receipt or requisite permits and approvals. If we fail 
to comply with applicable regulations and requirements we may become subject to enforcement actions, 
including orders issued by regulatory or judicial authorities requiring us to cease or curtail our 
operations, take corrective measures involving capital expenditures, installation of additional equipment, 
or remedial actions. We may be required to compensate third parties for loss or damage suffered by 
reason of our activities, and may face civil or criminal fines or penalties imposed for violations of 
applicable laws or regulations. Amendments to current laws, regulations and permits governing our 
operations and activities could affect us in a materially adverse way and could force us to increase 
expenditures or abandon or delay the development of new oil and gas properties. 


Our business operations may be adversely affected by present or future environmental regulations. 


Oil and gas exploration, development and production operations are subject to varying degrees of 
environmental regulation in both China and the United States. Environmental legislation is evolving in 
a manner which imposes stricter standards and enforcement, increased fines and penalties for 
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non-compliance, more stringent environmental assessments of proposed projects and a heightened 
degree of responsibility for companies and their officers, directors and employees. Future changes in 
environmental regulation may adversely affect our operations in unanticipated ways. Environmental 
hazards may exist on the properties in which we currently hold interests, which are unknown to us at 
present, caused by previous or existing owners or operators of the properties. 


Natural resource development projects in China are subject to periodic environmental evaluation. While 
these evaluations have in the past generally not resulted in substantial limitations on development 
activities, we expect that they will become increasingly strict in the future. Moreover, environmental 
awareness on the part of the public has been increasing, as has public pressure on environmental 
authorities. The growing environmental concerns of the public and an active environmental lobby may 
cause the Chinese government to impose more extensive environmental liabilities. 


We are committed to carrying out our oil and gas exploration and development activities in accordance 
with generally accepted international environmental standards. However, our compliance with current or 
future environmental laws in China, the United States and elsewhere may have a material adverse effect 
on our business and the liabilities resulting from any environmental damage caused by our activities may 
be material. To the best of our knowledge, we are currently operating in compliance with all applicable 
environmental regulations. 


We compete for oil and gas properties with many other exploration and development companies 
throughout the world who have access to greater financial, technical and human resources. 


We operate in a highly competitive environment in which we compete with other exploration and 
development companies to acquire a limited number of prospective oil and gas properties. Many of our 
competitors are much larger than we are and have greater financial, technical and human resources than 
we do and, as a result, enjoy a competitive advantage. They may be able to pay more for productive oil 
and gas properties and exploratory prospects and to define, evaluate, bid for and purchase a greater 
number of properties and prospects than our financial, technical and human resources permit. 


If we lose our key management and technical personnel, our business may be adversely affected. 


In carrying out our operations we rely upon a relatively small group of key management and technical 
personnel. Messrs. David Martin, Leon Daniel and John Carver, in particular, have extensive experience in 
oil and gas operations throughout the world. We do not maintain any key man insurance. We do not 
have employment agreements with certain of our key management and technical personnel and we 
cannot assure you that these individuals will remain with us in the future. An unexpected partial or total 
loss of their services would be detrimental to our business. 


ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 


We are an oil and gas exploration and development company that currently has limited production. Until 
June, 1999, we had a successful producing project in Russia, but legal actions initiated in the Russian 
courts by our Russian joint venture partner deprived us of the right to operate the field and to realize 
any continuing return on our investment. As a result, we sold our interest in the project in August, 2000. 
See Item 3. “Legal Proceedings”. Oil and gas revenue reported before 2000 was generated from our 
share of production from the Russian project. We have exploration and development projects in 
California, Texas and China. Our projects are at various stages and, like all exploration companies in the 
oil and gas industry, we are exposed to the significant risk that our exploration activities will not 
necessarily result in a discovery of economically extractable reserves. 


We currently have limited production exposed to commodity price risks. We are exposed to the risk that 
we will be unable to engage competent cost-effective contractors and suppliers for our operations, risks 
that damage to, or malfunction of, our equipment will hinder our ability to carry out our exploration 
activities and risks that foreign laws may not adequately protect our interests in disputes with foreign 
partners and others. 
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In the international petroleum industry, most production is bought and sold in United States currency or 
with reference to United States currency. Accordingly, we do not expect to face foreign exchange risks if 
and when we commence large scale commercial production. Most of our business transactions are 
conducted in United States currency in the countries in which we operate. 


We currently have minimal debt obligations and, therefore, we do not believe that we face any undue 
financial risk from interest rate fluctuations and we are not currently involved in any transactions of a 


hedging nature. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 


Index to Financial Statements and Related Information 


PUCITOTS “RED One oe aes i es en a gs ekg MOLE Saige t Meese hye 
Consolidated Financial Statements 
GonsolidatedeBalancesSheets ieee etn, he eer a aol er eet ee orang utes 
Gonsolidated: Statements of. ncome-and Denicitweiad.= <5. see ase ce e eerals 
Gonsolidated: Statementssof- Gash: blOWe 5 ie ie wis Sa eet rier tae wee cure tar yas sien oe 
Notes:.to-the Consolidated Financial! Statements... sure cae ee gee See ae ee 
Supplementary Disclosures About Oil and Gas Production Activities (Unaudited) 
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AUDITORS’ REPORT 


To the Shareholders of 
Ivanhoe Energy Inc.: 


We have audited the consolidated balance sheets of Ivanhoe Energy Inc. as at December 31, 2000 and 
1999 and the consolidated statements of income and deficit and cash flow for each of the years in the 
three year period ended December 31, 2000. These consolidated financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits. 


With respect to the consolidated financial statements for the year ended December 31, 2000 we 
conducted our audit in accordance with Canadian generally accepted auditing standards, and United 
States generally accepted auditing standards. With respect to the consolidated financial statements for 
each of the years in the two year period ended December 31, 1999, we conducted our audit in 
accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2000 and 1999 and the results of its operations and its 
cash flows for each of the years in the three year period ended December 31, 2000 in accordance with 
Canadian generally accepted accounting principles. 


Calgary, Alberta (signed) Deloitte & Touche LLP 
February 23, 2001 Chartered Accountants 


COMMENTS BY AUDITORS FOR U.S. READERS ON 
CANADA - U.S. REPORTING DIFFERENCES 


In the United States of America, reporting standards for auditors require the addition of an explanatory 
paragraph (following the opinion paragraph) outlining changes in accounting principles that have been 
implemented in the financial statements. As discussed in Note 10 to the financial statements, in 2000 the 
Company changed its method of accounting for income taxes to conform to the new Canadian Institute 
of Chartered Accountants Handbook recommendations Section 3465. 


Calgary, Alberta (signed) Deloitte & Touche LLP 
February 23, 2001 Chartered Accountants 
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Consolidated Balance Sheets 


IVANHOE ENERGY INC. 


(stated in thousands of U.S. Dollars) 


Assets 
Current Assets 


DO DOSIES car occa ed Et ea Va taee ee ee ete BO OAc a wee iti Ce ea Mg iatans tog 
Prepdidsexpenses amdsaGVances- arisen ten os pte seed eat ats aw see Sele a SE 


Deposits = Jong tent... ies rat ieee rk ced NRT SY aes ace ang SUNS Stern as 
Notes*receivable 21 eo: Per ey eRe dys eo EE wR ee ee 


Investments in Russian projects (Note 4) 


On-and gas equipment heldstorsale. ven. 7.itea ote oe oS es Reba Shee 
Capitaliassets (Note Sy snune gnc ce sn hat eaters ON eas pn oom nak aaa nec aad 


Liabilities and Shareholders’ Equity 
Current Liabilities 
Accounts payable and accrued liabilities 


Convertible: debenture“(NOote:G) 8: ena hehe eee eg ae ar cee ae 


PFOVISIONSTOMSITS TESTOKA LON arctan eee ters ee ee Pe a yee 


Shareholders’ Equity 


Shakercapital (Note: Zener 9, cess eee elem ten a gh Was AN GAR Soke nek mcg acaatas, SMTA ays RLS a 
PGTICIE ek ta Ne aes eta oe een met Oi ars Srna mrt tn ion emer hee heart ot ana eanen eu uaer ean? 


Approved by the Board: 


(signed) David Martin 
Director 
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As at December 31, 


2000 1999 
$29,694 $ 2,637 
4,532 1,349 
325 250 
333 137 
214 188 
35,098 4,561 
192 233 
50 350 
2 16,200 

= 3,265 
64,460 23,050 
$99,800 $47,659 
$ 2,951 $ 4,967 
1,000 1,000 
3,951 5,967 
11 a 
98,211 49,494 
(2,373) (7,802) 
95,838 41,692 
$99,800 $47,659 


(signed) Leon Daniel 


Director 


IVANHOE ENERGY INC. 


Consolidated Statements of Income and Deficit 
(stated in thousands of U.S. Dollars except per share data) 


Year ended December 31, 


2000 1999 1998 
(Restated) 
(Note 10) 
Revenue 
Petroleum FeVeNnUe aie. fae Ste arc ah Ge Lo ee Se ee a eats $ 851 $ 5,460 $ 10,977 
Operating fevenuessn its Deiacticiss is cose sans ce tea hs Oo Gh Hole ae ode — 296 — 
INEEFESTHI COME selon ist c seo iatrm nace aeboee ste area ea sea rc Oka p eee 990 454 WV TAES 
Gain on sale of Russian projects (Note 4) ...................005- 12,222 — — 
14,063 6,210 lee 
Expenses 
Operating COSts/$2/8.8 Was were hha apnea uate Gee oaee aay yet 787 4,219 8,327 
Project idenitification: COStss. <%,on aoe: Fo cath amare ot ete ire epicy! 1,735 614 
General-and? administrative’ ss. st ie ee ws eee ee ee 2,829 2,639 2,294 
RUSSIaIt Nig athlon eit oie Por citnetas aoera deci ey eh Aes aie ee 860 1,134 — 
Interest and: financing. charges = 3. cic reas oaen Boge eee 29 91 49 
Foreign exchange loss: (Gail). sag pase tet oc ca ee teetesiaas Simtderars os 56 (37) (1,292) 
Depletion and: depreciation. ic ce Gen ered ie hy ee aes 341 1,714 4,729 
Assetowrite:downsi(Note: Oi wee coterie cet boenintice ott pc uniecorete _ 25417; 70,242 
8,634 14,012 __ 84,963 
income (loss) before*income:taxes... 7... «cnc a Fao ee roe wees 5,429 (7,802) (72,211) 
Income Tax Recovery 
GC CIARA ha oe, crease eT a ce etee oat ee atte te IR y BE MELE Relat ee meee — — 42 
RUC Ie betes aoe marae eee an handy eh Logie nar Beaty ME RRL re noe ie eae — — 1,492 
gage ier gt See are Oe 
Net:Income:(EOSS) SF: cess s ice ey en asic Ser A ee 5,429 (7,802) (70,677) 
Defiert; beginning, of yeal-sarcm. 5 ce ce outins tars ore e ote aD tet eabs 7,802 74,455 3,778 
Transfer of deficit to share capital (Note 7).................0005. — (74,455) — 
Dencitsend: of year nly sees it ars Soemnc ter ca ae ete elon ein aM LENS SP2.373 $ 7,802 $ 74,455 
Net Income (Loss) per share (Note 11)...................... Sme0105 $ (0.08) S$ (0.79) 
Weighted Average Number of Shares (in thousands) 
(NOte2 711) 5 F Se eh ro EEE ON een dee ee 119,719 99,687 89,694 
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IVANHOE ENERGY INC. 


Consolidated Statements of Cash Flow 
(stated in thousands of U.S. Dollars) 


Year ended December 31, 


2000 1999 1998 
(Restated) 
(Note 10) 
Operating Activities 
Netuincomettioss)t= 45 20a hoe acue  eee ne he Green ee § 5,429 S (7,802) $(70,677) 
Items not requiring use of cash 
Gain'Gn’ Sale-of- Russian -projects 0-48 an Sade do oe eee ee (12,222) — — 
Asset-write:downs (NOtESO) ee as, gece sh ae tal os Oe ee tas Arc — DSi7 70,242 
Depletionsand depreciation: 4.5 fe c0ee ese MS acl oe os 341 1,715 4,729 
LS ha BY SS ane race ae eer EO i ee oe eg Par ai aa a a Nate ato UE ORO ein 67 ge ne 47. __(1,457) 
(6,385) (3,523) 2,837 
Changes in non-cash working capital items ................22.00. (5,448) (2,707) 1,906 
(11,833) (6,230) 4,743 
Investing Activities 
Expenditijres. On capital assets =: 2.) ms veces aes Foe ee ais Re oe arenes (40,827) (10,728) (30,058) 
Proceeds ‘on ‘sale of Russian projects’ t252%. Fe faq ick ale ee eas 28,182 — — 
Cash recovered from Tura joint venture, net of costs .............. 240 1,198 215 
Proceeds on sale of (expenditures on) equipment................. 3,288 4,352 (9,080) 
Proceeds: on payment’of note . 25) iat chir. cccate ctor. els ee te oie 250 — — 
Decrease (increase) in long-term deposits ..................0.005- 42 (63) — 
Interim funding — Sunwing Energy Ltd................. 00.0.0 ees - (329) (1,591) 
(8,825) (5,570) (39,514) 
Financing Activities 
Shares issued on private placements (net) ............0....0e eee 38,598 — — 
Shares issued on exercise of warrants ............. 0.0 cee cece eee 8,083 
Shares issued’ on exercise: of OPtIONS . 4... for Suis sce Sue tes 1,034 35 — 
Notes payable issued, assumed or repaid (net).................... — — (2,028) 
Non-cuirrent amount: payables ci nj. 1. 6 serve eign es erin garcia eukerei ees — _ 45 
PATIINS: So 27332 1,983) 
Increase (decrease) in cash for the year............ 0.00. ee ee eee ee 27,057 (11,065) (36,754) 
Cash;- beginning :Of Year. 3. cee sec Fos eet eee peak eee li A 2,637 13,702 50,456 
Cash: endsom eaters oc cosas eins eh ong bee ok wee een Recast S 29,694 See si7/ $ 13,702 
Supplementary Information Regarding Non-Cash 
Transactions (Note 3) 
Included in the above are the following: 
TAXES DaIG wrt tee Nate 6 de Ia ir, ase Rye a cea ak ala  tea cata ns $ 8 $ 199 $ 454 
Interest:paid tac <2¢ es Se Se ng Cte ily a in a anata eae nee S75 120 $ 86 $ 77 
Decrease (increase) in non-cash working capital items 
AGCOUTIES TECEIVADIOir stati aera heh okyols cece ot SSRN DCN cierae crc SSS 2)e S* (673) = °7$ 73511 
NOE ECOIVAD Ge cnn aA ine oS res Bee erence hae anne ed aah othe (25) _— — 
CTUGE. ON MNVERNTONY Karns aha UN oe eon ot eihan ee Be Nie Come oye -- 584 (283) 
DGBOSILS Zs 5, eiae ioe testis «une PEAS crcaat chin rate, a Rec hatS uke SR sects ae ohaca (196) 1,221 (1,358) 
Prepaid. expenses and: advances: 6 Vi. ).e iis kates ek ved eee es (27) 162 150 
Accounts payable and accrued liabilities ...................-..04. (2,018) (4,001) 3,046 


§ (5;448) $..2,707). <<$: 1,906 
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IVANHOE ENERGY INC. 


Notes to the Consolidated Financial Statements 
(expressed in U.S. Dollars with amounts in tables being in thousands, except per share data) 


1. NATURE OF OPERATIONS 


Ivanhoe Energy Inc., a Canadian company, and its subsidiaries are focused internationally on three major 
strategies: 1) exploration and development of hydrocarbons 2) enhanced oil recovery and 3) the 
application of gas-to-liquids technology. Activities are currently carried out in Southern California, Texas 
and China. The name of the Company was changed from Black Sea Energy Ltd. to lvanhoe Energy Inc. 
on June 24, 1999. 


2. SIGNIFICANT ACCOUNTING POLICIES 


These consolidated financial statements have been prepared in accordance with generally accepted 
accounting principles (“GAAP”) in Canada. The consolidated financial statements also conform in all 
material respects to United States GAAP, except for the following matters for which details are provided 
in the referenced notes: — the price per share used to record the acquisition of royalty interests 

(Note 3); — reduction of the deficit as at December 31, 1998 (Note 7); — net income (loss) per share 
calculation (Note 11) and additional disclosures required under United States GAAP (Note 14). 


The preparation of financial statements requires management to make estimates and assumptions that 
affect the reported amounts and other disclosures in these consolidated financial statements. Actual 
results may differ from those estimates. 


Principles of Consolidation 


These consolidated financial statements include the accounts of Ivanhoe Energy Inc. and its subsidiaries, 
all of which are wholly owned. 


All inter-company transactions and balances have been eliminated for the purposes of these consolidated 
financial statements. 


Foreign Currency Translation 


The Company has adopted the U.S. Dollar as its functional currency since it is the currency of the 
economic environments in which the Company and its subsidiaries operate. Monetary assets and 
liabilities denominated in foreign currencies are converted at the exchange rate in effect at the balance 
sheet date and non-monetary assets and liabilities at the exchange rates in effect at the time of 
acquisition or issue. Revenues and expenses are converted at rates approximating exchange rates in 
effect at the time of the transactions. Exchange gains or losses resulting from the translation of foreign 
currency amounts are reflected in operations. 


Cash 


Cash includes short-term money market instruments with terms to maturity, at the date of issue, not 
exceeding 90 days. 


Financial Instruments 


The fair value of the Company’s cash, accounts receivable, notes receivable, accounts payable and 
accrued liabilities approximates the carrying values due to the immediate or short-term maturity of these 
financial instruments. 


The estimated fair value of the convertible debenture at December 31, 2000 is approximately $1,790,000. 
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Deposits 


Deposits are primarily comprised of drilling bonds associated with the Company’s California operations 
($185,000) which earn interest at 6% and temporary deposits relative to contracted work on the gas-to- 
liquids projects ($148,000). 


Oil and Gas Equipment Held for Sale 


Drilling and ancillary oil and gas equipment, originally purchased for the Company’s prior owned Russian 
operations, was being held for sale. At December 31, 2000, all equipment has been sold and proceeds of 
$1,367,000 are included in accounts receivable. As at December 31, 1999, the equipment was recorded at 
estimated net realizable value, which was less than cost. 


Oil and Gas Properties 


The Company follows the full cost method of accounting for oil and gas operations whereby all 
exploration and development expenditures are capitalized on a country-by-country cost centre basis. 
Such expenditures include land acquisition costs, geological and geophysical expenses, carrying charges 
for unproved properties, costs of drilling both productive and non-productive wells, gathering and 
production facilities and equipment, and financing and administrative costs related to capital projects. 
Proceeds from sales of oil and gas properties are recorded as reductions of capitalized costs, unless such 
amounts would significantly alter the rate of depreciation and depletion, whereupon gains or losses 
would be recognized in income. Maintenance and repair costs are expensed as incurred, while 
improvements and major renovations are capitalized. 


Costs of oil and gas properties accumulated within each cost centre, including a provision for future 
development costs, are depleted using the unit of production method based on estimated proved 
reserves. Significant development projects and expenditures on exploration properties are excluded from 
the depletion calculation until evaluated. These excluded costs are evaluated periodically for impairment. 


Depletable costs, accumulated in each cost centre, net of depletion provided, future income taxes and 
accumulated site restoration costs, are compared annually to the non-discounted estimated future net 
revenues from proved reserves (based on year-end non-escalated prices), net of estimated administration 
and carrying costs, and related production and income taxes (“ceiling test”). Any accumulated costs in 
excess of the calculated ceiling test are charged to operations. 


Given the uncertainties then surrounding the Company's Russian projects, commencing in 1999, the 
costs previously accumulated and unamortized in the non-depletable cost pool were transferred to the 
depletable pool and depletion of these costs provided on the unit of production method. At June 30, 
1999, the carrying value of the Russian properties was transferred to Investment in Russian Properties 
(see Note 4). 


Royalties acquired are included in oil and gas properties and recorded at cost. Royalty costs have been 
allocated to project areas and costs associated with producing areas are being amortized on the unit of 
production method based on estimated proved reserves. 


Provision for Future Site Restoration 


The Company has developed an estimate for future site restoration and abandonment costs and is 
amortizing this estimate to operations using the unit-of-production method based upon estimated 
proved reserves. The provision is included with depletion and depreciation expense. 


Furniture and Fixtures 


Furniture and fixtures are stated at cost. Depreciation is provided on a straight-line basis over the 
estimated useful life of the respective assets, at rates ranging from three to ten years. 
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Petroleum Revenue 


Sales of crude oil are recognized in the period in which the crude oil is shipped to the customer. 


Income (Loss)Per Share 


The income (loss) per share is computed on the basis of the weighted average number of shares 
outstanding during each year. The potential exercise of the options disclosed in Note 7 and conversion 
of the convertible debenture disclosed in Note 6 do not have a material dilutive effect on the income 
(loss) per share under Canadian GAAP. 


Income Taxes 


Effective January 1, 2000, the Company has adopted the new recommendations of the Canadian Institute 
of Chartered Accountants with respect to future income taxes. Under these recommendations, the 
Company utilizes the liability method of accounting for future income taxes. Previously the Company has 
used the deferral method of accounting for income taxes. This change has been applied retroactively 
and the financial statements of the Company for the years ended December 31, 1999 and 1998 have 
been restated (Note 10). 


Under the liability method, future income taxes are recognized to reflect the expected future tax 
consequences arising from tax loss carry-forwards and temporary differences between the carrying value 
and the tax basis of the Company’s assets and liabilities. 


Stock Based Compensation Plan 


The Company has an Equity Incentive Plan which is described in Note 7. The options are issued at 
market price and no compensation expenses are recognized for this plan when stock options are issued 
to employees. Consideration paid by employees on exercise of stock options is credited to share capital. 


3. ACQUISITIONS 
Sunwing Energy Ltd. 


On June 22, 1999, the shareholders approved a statutory arrangement whereby the Company acquired 
all the issued and outstanding shares of Sunwing Energy Ltd.(“Sunwing”), a private Yukon holding 
corporation related through a common major shareholder and director. Prior to the statutory 
arrangement, Sunwing was the corporate parent of the Sunwing group of companies. As part of the 
statutory arrangement, Sunwing was dissolved effective the close of business on June 30, 1999. 


The transaction resulted in the issuance to the former shareholders of Sunwing of 17,596,000 shares of 
the Company based on a share exchange ratio approved by an independent committee of directors of 
each of the Company and Sunwing and supported by valuations and fairness opinions by the 
independent financial advisor of each company. 


Under an interim Funding and Security Agreement dated December 11, 1998, the Company advanced 
$1,920,000 ($1,591,000 advanced to December 31, 1998) of non-interest bearing interim loan funding to 
Sunwing pending finalization of the transaction. The interim funding provided during 1998 and 1999, 
and the shares issued to consummate the transaction, comprise the aggregate purchase price. 


The common shares of the Company issued to complete the acquisition were valued at $0.30 per share, 
being the market value per share at the date the directors of the respective companies approved the 
share exchange ratio. 


Diatom Petroleum Inc. 


On May 1, 1998, Diatom, an unrelated private Nevada corporation based in Bakersfield, California, 
entered into an exploration agreement with Aera Energy LLC (‘Aera”), a limited liability company owned 


38 


by Shell Oil Company and Mobil Corp. Under the exploration agreement, Diatom was granted certain 
exclusive exploration rights, with the right to participate at a minimum of 12.5% in prospects identified 
in an area of more than 250,000 acres in the Southern San Joaquin Valley. The exploration agreement 
gave Diatom access to all of Aera’s exploration, seismic and technical data in the region, for the purpose 
of identifying drillable exploration prospects within the exclusive area until September 1, 2001. 


The Company successfully negotiated a farm-in to Diatom’s exploration arrangements with Aera in 1998 
and, subsequently, acquired all of the issued and outstanding shares of Diatom, pursuant to an 
agreement dated June 18, 1999, in exchange for 500,000 common shares of the Company valued at 
$1.14 per share, being the market value per share at the date of the agreement. 


Overriding Royalty 


Pursuant to the terms of the Aera Exploration Agreement, Diatom has the right to earn a 3.5% overriding 
royalty (the “Diatom Royalty”) on production generated from exploration activities. Prior to the 
Company's acquisition of Diatom, the rights to the Diatom Royalty were subdivided as follows: 


* a sub-royalty equal to three-sevenths of the Diatom Royalty was allocated to the (now former) 
principals of Diatom and is known as the “Founders’ Royalty”; 


¢ a sub-royalty equal to two-sevenths of the Diatom Royalty was allocated to a pool known as the 
“Common Royalty Pool” to be shared among the consulting geologists and petroleum engineers 
retained on behalf of Diatom to perform Diatom’s exploration obligations under the Aera 
Exploration Agreement; and 


¢ a sub-royalty equal to two-sevenths of the Diatom Royalty was allocated to a pool known as the 
“Finders’ Royalty Pool” to be shared among those consulting geologists and engineers carrying 
out analysis of technical data leading to the identification of exploration prospects on the Aera 
lands. 


In October, 1999 the Company acquired a 50% interest in the Founders’ Royalty, together with a series 
of other overriding royalties which relate to lands in the San Joaquin Valley not covered by the Aera 
Exploration Agreement, for $860,000 and the issue of 1,562,000 common shares of the Company, at an 
ascribed value per share of $2.02 (Cdn.$2.98), representing the market price per share at the date of 
issue discounted to recognize a six month securities regulatory hold period on the shares. The aggregate 
value of $4,023,000 has been capitalized. See Note 5 “Capital Assets — United States”. 


In March, 2000, the Company exercised an option it acquired in September 1999, and issued 

523,000 common shares to acquire a 37.5% interest in the Common Royalty Pool. The ascribed value per 
share was $1.76 (Cdn.$2.55), representing the market price per share at the date of issue, discounted to 
recognize the securities regulatory hold period on the shares, for an aggregate value of $917,000. Under 
an arrangement with Diatom, the members of the Common Royalty Pool had the option of either 
increasing their percentage ownership in the Common Royalty Pool, based on hours worked, or receiving 
remuneration from Diatom for the hours worked, resulting in Diatom earning an interest in the pool. At 
the date of the Company's acquisition of the 50% of the Common Royalty Pool held by members other 
than Diatom, Diatom held a direct 25% interest in the pool. This arrangement remains in effect and, to 
date, Diatom has acquired additional interests of 0.072% of the Common Royalty Pool. 


For United States GAAP purposes, the aggregate value attributed to the 1999 acquisition of the 
Founders’ Royalty interest is $5,216,000, representing 1,562,000 common shares of the Company issued 
at $2.79 (the per share value at the date the acquisition agreement was signed), and the $860,000 cash 
paid on closing. The effect of this change for United States GAAP purposes is to increase capital assets 
and share capital each by $1,193,000. For United States GAAP purposes, the aggregate value attributed 
to the March, 2000 acquisition of the Common Royalty Pool interest is $1,082,000, consisting of 

523,000 shares issued at $2.07 representing the market price per share at the date the directors elected 
to exercise the option to acquire the interest. The effect of this change for United States GAAP purposes 
is to increase capital assets and share capital each by $165,000. 
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At December 31, 2000, the Company in aggregate held a 1.437% overriding royalty in production from 
lands covered by the Aera Exploration Agreement. 


Subsequent to year end, the Company entered into an agreement to acquire overriding royalties, ranging 
from 1.75% to 6.58%, in certain lands in the San Joaquin Valley covered by the Aera Exploration 
Agreement. The aggregate purchase price to be paid for these additional royalties is $3,950,000, being 
800,000 shares at a value of $4.94 per share, being the market value per share at the date of the signing 
of the purchase agreement. 


Net Assets Acquired and Consideration Paid (Cash and Non-Cash) 


Years Ended December 31 


2000 1999 
Overriding Overriding 
Royalties Sunwing Diatom _ Royalties Total 
Investing activities, net assets acquired: 

Pétroléuny properties (2. 2.2). aa era oe oe eee $917 $10,136 $548 $4,023 $14,707 

Other Jong-term:assets 2. o fae ee s e — 544 20 _ 564 

Working capital (deficiency) ................... = (1,721) — — (12721) 

Convertible debenture assumed................ — (1,000) —_ — (1,000) 

917 7,959 568 4,023 12,550 
Financing activities, non-cash: 

Shares issued as consideration ................. 917 5,279 568 3,163 9,010 
Cash=consideration eye et ooo i ee he ees $ — $ 2680 $ — S800 6 2.S73,540 
Comprised of: 

INteFHIMEUNGINGs, ccosec. cit oe Serie eee Se Si S1-920S 2 —— $ — $ 1,920 

Direct costs associated with acquisition ......... — 760 — — 760 

Cash On; Closingay sss wees eee i er ene — — — 860 860 

$ — $ 2680 $ — $ 860 $ 3,540 


4. INVESTMENT IN RUSSIAN PROJECTS 


The Company was initially incorporated to pursue energy opportunities in Russia and, at one time, held 
three licenses to exploit oil and gas projects in Russia: a 50% interest in an exploration and development 
project at the Kalchinskoye field (“Tura”) in western Siberia, a 50% interest in an exploration project at 
the Radonezh field (a block adjacent to Tura and highly success-dependent on the success of Tura) and, 
an enhanced oil recovery project in the Krasnodar region near the Black Sea. The Krasnodar project was 
determined to be uneconomic and was abandoned in 1998. 


In May and June of 1998, the Company’s Russian partner in its highly successful producing Tura project, 
commenced a series of legal actions aimed at invalidating the Tura license and gaining 100% control of 
the project. Although the Company defended the actions vigorously in Russia and commenced 
international arbitration proceedings in Stockholm, the Russian partner prevailed in the Russian courts 
and took over control of Tura effective June 11, 1999. 


For accounting purposes at December 31, 1998, the carrying value of all the Company's Russian 
properties was written down by $46,724,000 through the application of the ceiling test guidelines 
promulgated under GAAP. Based on the Company’s loss of control of the Tura project in June, 1999, 
effective June 30, 1999 operations of the Company’s Russian projects ceased to be proportionately 
consolidated and the carrying value of the investment in Russian projects was again reviewed in relation 
to its then estimated net realizable value. No further write-down was considered necessary. 


In August, 2000, a negotiated settlement was reached resulting in the disposition of the Russian 
properties, including the Radonezh project, for cash proceeds of $28,182,000, net of $840,000 of 
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settlement and severance costs. The proceeds exceeded the then carrying value of the Company’s 


investment in the Russian projects and the resulting gain of $12,222,000 is included in income. 


5. CAPITAL ASSETS 


Capital assets categorized by geographic location are as follows: 


China USA Total 
December 31, 2000 
Oil and gas properties and equipment ................. 00. c eee eae $18,887 $32,349 $51,236 
Less: 
Accumulated: depletions iesve tok .se 8 wees Riieta tee SUN tadiels nee — (254) (254) 
18,887 32,095 50,982 
Gas to Liquids 
Master licensen ssencas aot its siete once Chae Po es oe Cone e ee eae a 10,000 10,000 
Equity investment in Sweetwater partnership .................... — 2,000 2,000 
OUGR COSTS ais Nat ro ee Ge ee cee Se Heke ee eae EN a ee —— 1253 1253 
a 13,253 133253 
FUIItuTe van AIREUTES 2. on. npr oc tes heey hake eae ate nn cased eee _ 262 262 
Less: 
Actumulated-depreciation12.4225s isc cen eek BS — (37) (37) 
— 225 225 
$18,887 $45,573 $64,460 
China USA Total 
December 31, 1999 
Oil and gas properties and equipment ...~.......:..... 200 6e eee ee eee $13,245 $9,762 $23,007 
Furnitures and fXtGresic se. cee tnye te eee Oe Pm Min eae ee eS _ SW, 137 
Less: 
Accumulated: depreciation. <ul. eet ack he ges coh ean eae — (4) (4) 
— 33 33 
$13,245 $9,795 $23,040 


In 1999, in addition to the above, there is $10,000 of net furniture and fixtures in Canada that was fully 


depreciated in 2000. 


Years ended December 31 


2000 


Depletion and Depreciation 

Charged: t0 “Operations tex. ned ooaee ot hoo nore he erates Ok mete ets ite eae e Saas0) 
Capitalized t0-DIOperty stars price etios Claes Share ace sata ett — 
Charged tO INVENCOLY soe wees tees setae seems cis ora mena rea ee Sekee —_ 


$ 330 


Capitalized General and Administrative Expenses, related directly 
to acquisition, exploration and development activities ......... $1,549 


1999 1998 
$1,683 $4,664 
39 203 
172 1,204 
$1,894 $6,071 
$898 § 722 
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Gas-to-Liquids 


During 2000, the Company acquired a master license from Syntroleum Corporation permitting the 
Company to use Syntroleum’s proprietary gas-to-liquid process (“GTL”) in an unlimited number of GTL 
projects around the world except North America, China and India. The Syntroleum process converts 
natural gas into synthetic liquid hydrocarbons that can be utilized to develop, among other things, 
cleaner-burning diesel fuel. The Company views the process as holding significant potential for 
monetizing uneconomic stranded gas reserves in large gas-prone regions of the world. 


On October 5, 2000, the Company signed a letter of intent with Syntroleum to acquire a 13% non- 
recourse partnership interest in Syntroleum’s Sweetwater GTL project under development in Western 
Australia. The plant, which will be located on the Burrup Peninsula in Western Australia, will convert 
natural gas contracted from the North West Shelf Venture Partners, to ultra-clean synthetic specialty 
products such as lubricants, industrial fluids and paraffins as well synthetic fuels. Under the terms of the 
letter of intent, the Company’s 13% interest will cost a total of $21,000,000, of which $2,000,000 has 
been paid and will be used by Syntroleum, solely to fund front-end engineering and other project 
development expenses. Payment of the remaining $19,000,000, is subject to satisfaction of various 
conditions, including Syntroleum obtaining project financing. The Company's participation does not 
require any further financial commitments and entitles the Company to participate in 13% of the project 
cash flow each year. The Sweetwater plant is currently scheduled for completion in 2003. 


United States 


The Company has submitted 14 preliminary prospects to Aera (see Note 3 “Acquisitions — Diatom 
Petroleum Inc.”) and has thereby retained those areas as exclusive areas for the Company to identify 
drillable prospects. Six drillable prospects have been identified to date and submitted to Aera. Aera has 
elected to participate in four of the prospects and, as a result, the Company will have working interests 
in those prospects ranging from 12.5% to 47%. Aera will act as operator for these prospects and drilling 
is expected to commence in late 2001 or 2002. In the two prospects where Aera has elected not to 
participate, the Company will have a 100% working interest. In one of these prospects, South Midway 
Sunset, the Company has drilled 21 wells during 2000 and commenced commercial production during 
the third quarter of 2000. 


The Company is continuing to identify prospects within the 14 preliminary prospect areas and is working 
to develop other preliminary prospects in the acreage covered by the Aera exploration agreement, as 
well as in other lease acreage acquired by the Company in the Valley but not covered by the Aera 
exploration agreement. 


In 2000, the Company acquired a 62.5% (96.15% for the first four wells) working interest in an 
exploration play in the Permian Basin in West Texas. Commercial production also commenced on this 
acreage during the third quarter. Through a series of transactions in late 2000 and early 2001 the 
Company acquired a working interest in over 28,400 gross (20,700 net) acres in the Bossier trend in East 
Texas, where drilling is expected to commence during the third quarter of 2001. 


China 


The Company, through Sunwing, holds two production sharing contracts to develop existing oil fields in 
the Daging and Dagang regions of the People’s Republic of China. These two contracts entered into by 
Sunwing with the China National Petroleum Corporation (“CNPC”), a state-owned company established 
under the laws of the People’s Republic of China, were approved by the Chinese Ministry of Foreign 
Trade and Economic Cooperation on November 13, 1996 and November 13, 1997, respectively. 


The contracts primarily take the form of production sharing agreements, whereby the Company incurs 
100% of the costs to earn approximately 82% of the production, before recovery of costs incurred, 
reverting to a 49% share post recovery. Value added tax of 5% is payable on oil produced from both 
projects with a 2.5% priority production allocation to CNPC in the Daqing project. No other royalties are 
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payable with respect to oil production from the two projects provided that annual gross production from 
the relevant project does not exceed 500,000 tonnes. 


Each contract calls for the planning and completion of a pilot testing phase followed by a full field 
development plan and implementation. The pilot program is to assess the technological and economic 
viability of the project. 


At Daging, the pilot program was completed successfully in 1998. While the decision was made to 
continue on to the field development plan, the Company chose to delay the process and, by agreement, 
CNPC took over operatorship of the field and the right to all revenue generated and responsibility for all 
costs incurred. The field development plan was completed in 2000 and approved by the relevant 
regulatory agencies in February 2001. Operatorship is expected to revert back to the Company by the 
end of the first quarter in 2001. 


At the Company's Dagang project, the pilot testing phase was completed in February 2001. Nippon Oil 
Exploration Limited of Japan earned a 20% working interest in the Company’s interest in the project, by 
funding a disproportionate share of the Dagang pilot testing expenditures. The decision has been made 
to proceed with the preparation of the development plan for submission to CNPC during the latter half 
of 2001. During the development plan preparation and approval process the Company will continue 
operatorship of the Dagang project. 


During the pilot testing phase, for accounting purposes, the results of operations were credited to the 
project costs. With the evaluation stage now completed and the decision made to enter the 
development and implementation stage, all operating results will, in the future, be included in the 
Company's consolidated statement of income. At Dagqing, this will occur once the Company assumes 
operatorship of the field. 


6. CONVERTIBLE DEBENTURE 


The $1,000,000 convertible debenture bears interest at U.S. prime plus 2.5%, is due on the earlier of 
August 4, 2002 or within 90 days following written demand, and is convertible into common shares 
(principal and interest, accrued and unpaid, all or in part) of the Company at Cdn.$2.75 per share up to 
August 4, 2002. 


7. SHARE CAPITAL 


The authorized capital of the Company consists of an unlimited number of common shares without par 
value and an unlimited number of preferred shares without par value. 
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The total number of issued and outstanding common shares is as follows: 


Number of 
Common Shares Amount 
(thousands) 

Balance: December. 31} 1997 -and! 19087262 si. Saas oo oe Pee eo airs 89,694 $114,157 
Issued’ On: exercise Of ODtiOns: 22 ss ois ae ees ae reese ee ens 1,162 439 
ISSUCCTOR SERVICES Tsien rete ta pate ater Tce i eer crea ares ee 25 47 
Issued on acquisition of 

Sunwing: Energy: Ltd) (Notes) saree ne et ee ee eee 17,596 5,279 
Diatom: Petroleum: Ine=(Notes3) ets. eins erat see aren oe 500 568 
Overiding ‘royalties: (Note:3).2 ae aS es gia Rosie a cen tates 1,562 3,163 
Reduction of stated capital: 22.0: Wont at sels ihe eo encereune ahem eee a — (74,455) 

Balance: December3 1219995 ee sis Sie sats orveste eck meray cuore rae aks 110,539 49,494 
Issued’ for Private: Placements, meta os. see acigeesn ve ekietame in eee 1250 38,598 
IssuedOnzexXenciSelOh-WalaMtSinc ess ctesteecse chee entice eee cman a ae 2,998 8,083 
Issued on: exercise-of: Options * c2 23 << ssa wo ee Se ee Noo Ue etre 1,545 1,034 
Issued on acquisition of Consultants Royalty Management (Note 3) ..... 323 917 
ISSUCCTOMSENVICES tac Sues Waetetoenis sae Rae ce oaer op Nt eo ort uN Cee 19 85 

Balance: December3)1: 2000s aan ee eee Fe rs ese oe rare ene 126,874 S$ 98,211 


The December 31, 2000 share dollar amount is net of a loan of $236,000 (December 31, 1999 — 
$307,000) advanced to an employee to assist in the exercise of incentive stock options as permitted 
under the Employees’ and Directors’ Equity Incentive Plan. 


Private Placements and Share Purchase Warrants 


During 2000, the Company issued common shares under two private placements. In January and 
February 2000, the Company issued 6,250,000 units, each unit consisting of one common share and one 
share purchase warrant, for net proceeds of $14,014,000. Each two warrants are exercisable into one 
common share at Cdn.$4.00 until the first anniversary date of the private placement. At December 31, 
2000, 255,000 of these warrants for the purchase of 127,500 common shares remain unexercised. 
Subsequent to year end, the balance of these warrants were exercised. 


On October 17, 2000, the Company issued 5,000,000 units, each unit consisting of one common share 
and one share purchase warrant, for net proceeds of $24,584,000. Each two warrants are exercisable into 
one common share at $5.375 until the first anniversary date of the private placement. At December 31, 
2000, all of the warrants remain outstanding for purchase of 2,500,000 common shares. 


Reduction of Stated Capital 


The shareholders approved, on June 22, 1999, the reduction of stated capital in respect of the common 
shares by an amount of $74,455,000 being equal to the accumulated deficit as at December 31, 1998. 
Under United States GAAP, a reduction of the deficit such as this is not recognized except in the case of 
a quasi reorganization. The effect of this is that under United States GAAP, share capital and deficit each 
are increased by $74,455,000 at December 31, 1999 and 2000. 


Equity Incentive Plan 


The Company has an Employees’ and Directors’ Equity Incentive Plan and under this plan it grants, from 
time to time, stock options to directors, officers and employees to purchase common shares at the 
quoted market value on the date of the grant. These options are conditional on continuing employment 
and vest at the discretion of the Board of Directors. Prior to 1999, all options granted vested over a three 
year period and expired ten years from date of issue. Options granted after March 1, 1999 were granted 
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on identical terms and vest over a five year period and expire five years from date of issue. By 
shareholders resolution in 1998, the exercise price of the options issued in 1997 were repriced from 


Cdn.$4.65 to Cdn.$1.75. 


Following is a summary of the status of the Company's Equity Incentive Plan, including changes during 


the years ended: 


December 31, 2000 


December 31, 1999 


Weighted- Weighted- 

Number Average Number Average 

of Exercise of Exercise 
Shares Price Shares Price 

(000’s) (Cdn.$) (000’s) (Cdn.$) 
Outstanding at beginning of period 7,800 $1.18 8,090 $0.93 
Grajiteddesser iis coo leer oe cee 1,991 6.39 2,065 2.56 
EX@NGiS@d heater ee ie he tee nate (1,545) 1.17 (1,162) 1333 
Cancelled/forfeited .............. (85) 3.00 (1,193) ATS 
Outstanding at end of period ..... 8,161 2.45 7,800 $1.18 
Options exercisable at period end 5,356, 1.24 4,328 0.92 


December 31, 1998 


Weighted- 

Number Average 

of Exercise 
Shares Price 

(000’s) (Cdn.$) 
3,385 $1.75 
7,300 0.70 
(2,595) 1235 
8,090 $0.93 
3,560 STA3 


The following table summarizes information respecting stock options outstanding at December 31, 2000: 


Options Outstanding 


Options Exercisable 


Weighted Average 


Range of Number Remaining Weighted Average Number Weighted Average 
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price 
(Cdn.$) (000’s) (Cdn.$) (000’s) (Cdn.$) 
$050: to' S175 .26:2: 4,500 7.9 years $0.61 4,466 $0.61 
$2.50 to $3.40.... 1,670 4.0 years $2.69 491 $275 
$0,13"10:97.62..74- 1,991 5.0 years $6.39 398 $6.39 
$0.50 to'$7.62 =... ; 8,161 6.4 years $2.45 Sy SI $1.24 


Subsequent to December 31, 2000, the following options were exercised: 2,500 at Cdn.$1.75, 10,000 at 
Cdn.$1.01 and 33,333 at Cdn.$0.50. In addition, 100,000 options were granted at Cdn.$7.53. 
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8. SEGMENT INFORMATION 


Geographic segment results from operations for the years ended December 31, 2000, 1999 and 1998 are 


detailed below. 


Year ended December 31, 2000 


Canada China USA Total 

Petroleuni revenue? it. oto io oe Swe eee oe ee teas $ — $§ = -6$. > 851-> °$ -.851 

OME EVER UGS fe re Or ae te ere aut eas anu peanee cea 197 8 785 990 

197 8 1,636 1,841 

Operatiig: COSES ie .s..ch wt eneeatn aise Na eee ars Sa = — 787 787 

Project Identification .cOStS ines. . cur ae oo en Ls cen ae Slee! — — 3,732 

Capital taxes sop cr se hihi, errata sia ee ca ace arte a 1 _— 1 

Generalvandzadministration evista fac ras ree 1,610 677 541 2,828 

iInterest-and: finaneingic1 eae oh oa Hee, wee ee eee — 27 2 29 

Depletion and depreciation < so2's 0 he a PE 10 31 300 341 

Roreign-exchange:(gain) loss° o.oo hela Sac 56 <= _ 56 

5,408 736 1,630 7,774 

Incomes (oss): fOmyeal we ke TO peace acd ahs cs s Alek Sate  ee S(5,214). 2S, > (728) 3S 6 (5,933) 

Gain’ on: -sale.of Russian Investments... 221. ca: 250 0.500 12222 

Russian: HUgation! COstSacrthciss eo otis are een em ees (860) 

NGI CORTG 2 tre eeu kee oe ee er errata eee ng ne ner te to § 5,429 
Capital expenditures 

Acauited: for cash® oes oat kar bree eee $ —  $ 5676 $35,151 $40,827 

Acquired for sharesivatitaies oo sc tak Sas ca Ge a eee — _ 917 917 

$ — $ 5676 $36,068 $41,744 

Identifiable*assets.v Ne feta Aen a, eet oe ae ae $ 7,342 $20,836 $71,622 $99,800 
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Petroleum Teventesce ne Sea oc, Ge crete citcas 
Operating revenue a253 ates rie win eee les ates 
Other yevenUese ac oe re eo ee a ee 


Operating costs 
Project identification costs 
Capital taxes ers woe ca eee eee bees ee ela ee nec 
General and administration... .... 2.2.60)... 
Interest’ and: financings... ck. ee cn Whe hia yee ee Be 
Russian litigation 
Depletion and depreciation 

Foreign exchange (gain) loss 
ASSeUwiTite OWNS) < 22 e Se Nate ote Py eee ee bas 


Loss Tor Veal si cra. Bs. eset elec ane Cpe een a 


Peru asset impairment. 2 Aot. 28.0 ot so Seb es take es 
NGUIOSS 2 iccestaak cao at ee eet A tithe cae rea polite case 


Capital expenditures 
Acquired fot icashe cit aor e fee a ewe woke’ 
Acquired for shares 


Pertres==* Castixtercokor ctea sistas cette Gute ota ata tanta as 
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Year ended December 31, 1999 


Russia Canada China USA Total 

$ 5460 $ — § — § — $ 5,460 
296 —_ — —_ 296 

55 393 1 5 454 
5,811 393 1 5 6,210 
4,219 — oa — 4,219 
— WS —_— — 735 

ft! 176 = — 176 

210 1,152 923 178 2,463 

— 7? 19 — 91 

— 1,134 _— — 1,134 
1,665 32 14 3 1,714 
(61) 29 (5) — (37) 

— 2,437 — — 2,437 
6,033 6,767 951 181 13,932 
$ (222) $ (6,374) (950) $ (176) (7,722) 
(80) 
$ (7,802) 

S283) -S 30 5 3/5382'= 545;830_ 4$10'648 
— 9,749 Bylo 13,480 
Sess 3° S13,2812S29'561 24,128 
80 

$24,208 

$16,200 S$ 6,784 $14,448 $10,227 $47,659 


Year ended December 31, 1998 


Russia Canada Total 
Petroletinrsreventie saecccrus oh ecoedinay. Cee be eee Meianauceiwecy Giese aps Preemie $10,977, 335 — » $10,977 
Operating: FEVENUE - Acs mye 5 ete oe ee Saye Sots ris ake Aine, samt uch gah 107 1,668 Seif) 
Othersrevenueiink eet oie eee oe ee ee ere crear aur ieteacn ae — — — 
11,084 1,668 12,752 
ODETATING: COSTS fs cs oP Or PON erate ate cna eran nits Riba aes ele aac aes 8,327 — 8,327 
Genéralkand2administratlonis vcs acest ce to cee ie ec er a) Sorte ane 450 1,811 2,261 
PROjECt IGENtifiCAtlON <COStS se age fe ehs Dhow tee Cicetee aiid oho ta e aaaeeaaes — 614 614 
Capttaletaxess cris % ase ae iis satan eh Fe ee Uma te eee aa eee — 33 53) 
Interest ANG AMANGING=: fos si Nock sort pis Mien e Mae etna ta — 49 49 
Depletion and Gepreciation=~ S2i-c si. Bs acs ace MRI Ustad aera ohare 4,645 84 4,729 
Foreign. exchange: (Gain) OSS 35,4125. erence a ke ee Gite does Shee (1,347) 55 (1,292) 
ASSO Writer GOWNS socio. Sal, cance ost ate oe ode Mi ebageccu, SURE et tenet 47,948 8,794 56,742 
60,023 11,440 71,463 
ICOM (IOSSES eer sees a ee ee ean, pene ter cat en enue) nae ae (48,939) (9,772) (58,711) 
INCOME taxi NECOVENV-2et arin ee aera soe cere at eee emo eure eee 1,534 — 1,534 
lancome t(oss) for year an sc ther oter. ie cadets ota ney ites beer eres S (47,405) $ (9,772) $ (57,177) 
PecuzassetiimpaltMentcn: wcnran ce ie oe ate ee ota aa oon eager (13,500) 
INGE SLOSS eee sees ee ae ag os ack btn SteeeeS Laan RR aN a tae eee Te Nees S (70,677) 

Capital expenditures 

ReGQuired Tomcasn se eene Bae oh ates, Shoe hee ates Lim aae Suikersyle, 9S APS 216,330 
Equipment forsale 2s oats eas oy es sade ee ate 6 we Blend as — 9,098 9,098 
$ 16,326 $ 9,102 25,428 
OSA eee, ere ahah ay SEERA Ri ae EN RO OS Cay cea te aC eee 227 
ea) Un eran eR Rr PRE aa lle F< eters Pee eh liens eT RN cee RNC Re 13,500 
S 39,155 
identifiablesassets Scan tite Sean eee Sekt ey ore ahs ae tee ee are ne pe S32.1/203%)S-27,753) 0S 48:956 
USA es ctaerisen ieee ant eek Moet ae Sry eT ET ea ee ay tg ee einer ee An 486 
S$ 49,442 


During 2000, three customers represented greater than 10% of total sales, being 44%, 40% and 12% 


respectively, for an aggregate of 96%. 


During 1999, two customers represented greater than 10% of total sales, being 85% and 11% 
respectively, for an aggregate of 96%. In 1998, the Company derived its revenue from various customers, 
four of which represent greater than 10% of total sales. These four customers respectively represent 28%, 


21%, 15% and 14% of total sales, for an aggregate of 78%. 
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9. ASSET WRITE-DOWNS 


Asset write-downs include the following amounts: 


Year Ended 
December 31, 

1999 1998 
Ceiling test write-down of Russian properties (Note 4) ................0.000. Sa $46,724 
Provision: tor impairment of Peruscosts: 28: 05 02 ees ech oie a ole whee 80 13,500 
Write down of oil and gas equipment to estimated net realizable value ....... 2,437 8,794 
Write down of crude oil inventory to estimated net realizable value........... 1,224 

$2,517 $70,242 


During 1998, the Company, through its wholly-owned U.S. subsidiary, entered into an agreement with 
Pangaea International Ltd. (“Pangaea”), a Canadian private company controlled by a major shareholder 
and director of the Company. Under the agreement, the Company earned a 50% interest in Pangaea’s 
Block 71, a 2.5 million acre hydrocarbon exploration and development concession located in the Ucayali 
Basin in east central Peru, by incurring the cost associated with completing the initial well. The 
Company's costs associated with the initial well were estimated at approximately $13,500,000, an amount 
approximately equal to what Pangaea had spent to date. 


In December, 1998, the first well was drilled and while there were some minor oil shows they were not 
deemed to be of economic significance and the well was abandoned. The Company and Pangaea 
relinquished Block 71 during 2000. 


10. INCOME TAXES 


As described in Note 2, the Company has adopted the liability method of accounting for income taxes 
retroactively and has restated its financial statements. The effect of the restatement is to increase the 
deficit at the beginning of the year ended December 31, 1998 by $929,000 to $3,778,000, increase the 
recovery of future taxes for the year ended December 31, 1998 to $1,492,000 and decrease the net loss 
for the year ended December 31, 1998 to $70,677,000. 


The accounting policy has not resulted in a change to the financial statements of the Company for the 
year ended December 31, 1999. In addition, this change in accounting policy does not result in a 
substantive change to the financial position or the results of operations as at and for the year ended 
December 31, 2000. As a result of this change under Canadian GAAP, the Company's financial statements 
are now also in compliance with United States GAAP with respect to income taxes. 


The Company and its subsidiaries are required to individually file tax returns in each of the jurisdictions 
in which they operate. Details of the determination of the actual income tax expense for each of the 
three years is detailed below. For ease of presentation, the loss, as a result of the write down of Russian 
assets, and the subsequent gain on settlement has been classified as Russian operations, even though 
neither of these two items will have any tax effect in Russia. The actual loss of approximately $35 million, 
being the aggregate investment, ignoring accounting write downs, less proceeds received on settlement 
will be a capital loss for Canadian income tax purposes, available for carry-forward against future 
Canadian capital gains indefinitely. 


In 1999 and 1998, expenditures incurred in Peru were made through the Company's U.S. subsidiary, and 
as a consequence, are deductible in the U.S. For determination of income tax expense (recovery), 
activities in Peru have been combined with those in the U.S. 
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Year Ended December 31, 


2000 1999 1998 
Source income (loss) before income taxes ........... 000. c ee eee eee $ 5,429 $.(7,802):-2- $72,211) 
Composite statutory income taxifate ss Ss Oats cei aca etna ene 43.20% 42.78% 37.20% 
Expected income: tax (recovery)... 832 ional ale wt ne eee eee ene 8 $ 2,345 $ (3,338)  $(26,866) 
Non-deductible expenses for tax purposes ...........-.5-0-00-0 00 78 
Application of tax benefits not recognized previously ............... (2) 
Tax benefit of write-down (gain) of Russian assets not recognized .... (4,908) 15,595 
Jax: benefit not recognized: ses acts See ese ne sctemate aya acta tenet 2,565 3,260 9,737 
INCOME: tak EXPehSe- dus ales Sawer aa wee ae Uae Metre arte nok gee eee ee S$ = $= $ (1,534) 


In 1999, concurrent with the loss of field operations in Russia, the Company ceased proportionately 
consolidating the Russian results. The amounts displayed above for 1999 are for the first six months of 
1999 only. 


The tax loss carry-forwards in Canada are Cdn. $27,049,000 and in the United States $24,436,000. The tax 
losses carry-forward in Canada expire between 2003 and 2007, in the United States between 2018 and 
2020. In China the Company has available for carry-forward against future Chinese income $31,822,000 of 
cost basis. Due to the uncertainty of utilizing these tax losses carry-forwards and the benefit of 
deductible temporary differences, the Company has made a valuation allowance of an equal amount 
against these potential recoverable amounts as detailed below. The substantial increase in 1999 resulted 
from the acquisition of Sunwing. 


As at December 31, 
2000 1999 1998 


FUCUVE: taxe ASSETS tte ee eed en ere, Be Deans Sir ani eoee eal e GE § 23,909 § 23,439 $ 9,832 
ValuiationralloWance 228 Sa Se ean ce ate eras ese ne eae (23,909) (23,439) (9,832) 
Net future tax NaDilityits ini eats Sree cre, ens Wir een Me $ - $ a $ — 


11. NET INCOME (LOSS) PER SHARE 


The Company, in connection with its initial public offering in June 1997, placed in escrow 31,457,000 
common shares held by certain shareholders, to be released one-third per year on the succeeding three 
anniversary dates of the public offering. For Canadian GAAP, as the release of shares from escrow is 
based on time rather than on any performance criteria, these shares are considered issued and 
outstanding and form part of the calculation of earnings and fully dilutive earnings per share. Under 
United States GAAP, these escrow shares are considered issued and outstanding only after they are 
released from escrow. 


Under Canadian GAAP, fully diluted net income (loss) per share amounts are calculated by applying the 
imputed earnings method to the stock options outstanding in order to assess the dilutive impact. Under 
United States GAAP, the net income (loss) per share amounts are calculated using the treasury method 
in order to assess the dilutive impact of stock options. 
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As a result, under United States GAAP the calculation of net income (loss) per share is different from the 
calculation under Canadian GAAP. The relevant amounts calculated under United States GAAP are as 
follows: 


Year Ended December 31, 


2000 1999 1998 
United States GAAP 
Net income: doss):per:sharen.. pie. Pens ae lee a ae S$. * 0.05 S$ (0.09)-2) -$(140) 
Weighted average number of shares (in thousands) ................ 115,065 84,547 64,069 


12. RELATED PARTY TRANSACTIONS 


The Company has entered into agreements with a number of entities, some of which are related through 
common directors or shareholders, to share administrative personnel, office space and facilities. Costs are 
accumulated and the Company is billed its proportionate share based on usage. 


The costs incurred in the normal course of business with respect to the above arrangements amounted 
to $1,581,000 for 2000; $1,692,000 for 1999, and $1,004,000 for 1998. Included in accounts payable are 
amounts due under these arrangements totaling $486,000 (1999 — $953,000, 1998 — $183,000) 
respectively. ; 


13. COMPARATIVE FIGURES 


Certain of the comparative amounts have been reclassified to conform to the presentation adopted for 
the current year. 


14. ADDITIONAL DISCLOSURES REQUIRED UNDER UNITED STATES GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES (“GAAP”) 


The Company's consolidated financial statements have been prepared in accordance with GAAP as 
applied in Canada. In the case of the Company, Canadian GAAP conforms in all material respects with 
United States GAAP, except for certain matters which were mentioned in Note 2. Where these matters 
impact the financial statements, the details of the differences are as follows: 


Consolidated Statements of Income 


The application of United States GAAP would not have any effects on net income as reported, except on 
Net Income (Loss) per share (Note 11). 


The Company has no items which would be disclosed as other comprehensive income under United 
States GAAP. 


Stock based compensation 


In 1995, the United States Financial Accounting Standards Board issued Statement of Financial 
Accounting Standards (““SFAS”) No. 123, “Accounting for Stock-Based Compensation.” The Company has a 
stock-based compensation plan as more fully described in Note 7. With regards to its stock option plan, 
the Company applies APB Opinion No. 25, as interpreted by FASB (“FIN”) 44, in accounting for this plan 
and accordingly no compensation cost has been recognized. Had compensation expense been 
determined based on fair value at the grant date for the stock option grants consistent with the method 
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of SFAS No. 123, the Company’s net loss and net loss per share would have been reduced to the pro 
forma amounts indicated below: 


Year ended December 31, 


2000 1999 1998 
Net income (loss) under United States GAAP (thousands) ........... $5,429 S$ (7,802) S (70,677) 
Prosforma:(thousSands)s. ists ees siempre er ee $3,289 $ (11,840) S (72,012) 
Net income (loss) per common share under United States GAAP ..... $ 0.05 $+ (0.08) = =<$ > (0,79) 
Pro: forma eee ei Sacaatt reine ere he oa ee ae eee rae $ 0.03 $75 (0.1:2)5--2S 27(0;80) 
Stock options issued during period (thousands) ................... 1,991 2,065 7,300 
Weighted average exercise price ......... 2... eee ee eee $ 4.29 Seeley s S. -0.36 
Weighted average fair value of options granted during the period ...  $ 2.32 S$ eptO6 S$ 0.24 
Compensation, cost-(thousands))s. s.\.¢ 5. s0ut ooh sae oon eee $ — $ — $ — 


The foregoing information is calculated in accordance with the Black-Scholes option pricing model, using 
the following data and assumptions: volatility, as of the date of grant, computed using the prior one to 
three-year weekly average prices of the Company’s common shares, which ranged from 59% to 108%; 
expected dividend yield — 0%; option terms to expiry — 5 to 10 years as defined by the option 
contracts; risk-free rate of return as of the date of grant — 5.09% to 5.70%, based on five year 
Government of Canada Bond yields. 


Consolidated Balance Sheets 


The application of United States GAAP would have the following effects on balance sheet items as 
reported: 


Shareholders’ Equity 
Shareholders’ equity at December 31, 1999 under Canadian GAAP ..................... $41,692 
Adjustment to ascribed value of shares issued for royalty interests (Note 3).............. TA93 
Shareholders’ equity at December 31, 1999 under United States GAAP.................. $42,885 
Shareholders’ equity at December 31, 2000 under Canadian GAAP ..................... $95,838 
Adjustment to ascribed value of shares issued for royalty interests in 1999 (Note 3)....... 1,193 
Adjustment to ascribed value of shares issued for royalty interests in 2000 (Note 3)....... 165 
Shareholders’ equity at December 31, 2000 under United States GAAP.................. $97,196 


Under United States GAAP, the transfer of deficit to share capital which occurred during the year ended 
December 31, 1999 would not be recognized (Note 7). As a result, shareholders’ equity under United 
States GAAP would comprise the following: 


As at December 31, 


2000 1999 
Share. capital (including ‘adjustments above) ........... 0... 00... eee dees $174,024 $125,142 
DON Cited tierra vehe eee orstee Pula tants mais tence nicaeh ie a cD een ee Bt eae vegeta BS (76,828) (82,257) 


$97,196 $ 42,885 


Capital Assets 


There are certain differences between the full cost method of accounting for oil and gas assets as 
applied in Canada and as applied in the United States. The principal difference results in the method of 
performing ceiling test evaluations under the full cost accounting rules. Under Canadian GAAP, 
non-discounted future net revenues from oil and gas production, less an estimate for future general and 
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administrative expenses, financing costs and income taxes are compared to the carrying value of the 
depletable petroleum properties, whereas for United States GAAP future net revenues are discounted to 
present value at 10% per annum and compared to the carrying value of the depletable petroleum 
properties. The Company has performed the ceiling test in accordance with US GAAP and determined 
that no material variances in financial statements balances would have resulted. 


The Company capitalizes certain internal costs on the basis that they relate directly to the acquisition, 
exploration and development activities and do not include costs related to production, general corporate 
overhead, or similar activities. Included in capital assets are the following capitalized internal costs: 


The categories of costs included in the cost of oi] and gas properties and equipment, including the 
adjustments, in accordance with U.S. GAAP, to the ascribed value of shares issued for royalty interests of 


$1,193,000 in 1999 and $165,000 in 2000 (Note 3) are as follows: 


As at As at As at 
December 31 December 31 December 31 
2000 1999 1998 
UNPrOVEC DrOPEMtles ec tsar es eh tea ee a ney oo $26,180 $13,960 § 25,735 
GTL license, investment and other costs................ 13,253 — — 
Mineral interests in properties ............. 2.00000. 7 A68 7,468 24,987 
Wells and related production equipment and facilities... . 18,946 ZiT 35,307 
Supported UIPMentias cern sos ees eee eric ee omevare | secs ne 368 174 2,230 
66,215 24,373 88,259 
Accumulated depletion and depreciation............... (397) (130 (68,517) 
$65,818 $24,243 $ 19,742 


The 1999 balances have been reduced by the reclassification of the net Russian properties, as discussed 


in Note 2. 


As at December 31, 2000 cost of unproved properties included in capital assets are as follows: 


Incurred in 


Total 2000 
AC QUISIFION Saracen otek acs ergo oeld eae Aca eS AS os $10,268 $ 6,391 
EXPIQKAtION ct hee ieee rege deepen en here gat ae at ae aaa nts 9,373 4,507 
ROVarEy RIG hts enc foe a ste oat oe acon e so meoaseelle Neem neh ar 6,539 1,322 
$26,180 $12,220 


Accounts payable and accrued liabilities 


The following is the breakdown of accounts payable and accrued liabilities: 


ACCOUNTS Day ablerw.ce. Ant pies cee er noc eueons U aes a OR pA or ets ae ta 
ACCRUEG liabilities scx, roe ec oct hae Pee oe On a che os eae Se 


1999 1998 
$ 3,878 ers 
4,639 227 
SPA = 


$13,753 $227 


As at As at 
December 31 December 31 
2000 1999 
$2,912 $4,957 

39 10 
$2,951 $4,967 


Significant accrual balances include: 


As at 
December 31, 
2000 1999 
Salaties and related expenses) .i.3. 5a ore us cane Oe PES LAs Cine ane eee $ — $= 
Income -and-other taxes icc aise veh ty ee Secon see ee cen p ethene cab na ateye piah eee $ — $ — 
Other general-and administrative (Ane 30 ete eae BRA Ste ote eeetecen $ 29 $ — 
PLEPESt Seat ch es fon tan coe Se crate Rerantad, Dre ea cme WSS Oho wae aeie chen taed be pakeeele eae $ 10 $40 


Consolidated Statements of Cash Flow 


The application of United States GAAP would have no effect on the statements of cash flow as reported. 


Impact of New and Pending U.S. GAAP Accounting Standards 


Statement of Financial Account Standards No. 133, “Accounting for Derivative Instruments and Hedging 
Activities” (SFAS 133), was issued in June 1998, by the Financial Accounting Standards Board. SFAS 133, 
as amended by SFAS 137 and 138, establishes new accounting and reporting standards for derivative 
instruments and for hedging activities. This statement requires an entity to establish, at the inception of 
a hedge, the method it will use for assessing the effectiveness of the hedging derivative and the 
measurement approach for determining the ineffective aspect of the hedge. Those methods must be 
consistent with the entity’s approach to managing risk. SFAS 133 will be effective for the 2001 fiscal year. 
The Company has completed a preliminary assessment of the effect, if any, that SFAS 133 will have on 
its consolidated balance sheet at December 31, 2000. prepared under U.S. GAAP. The only adjustment 
that would be required on adoption of SFAS 133 relates to the fair value of the convertible debenture, 
which at December 31, 2000 exceeds the book value by $790,000. This would increase liabilities and 
deficit by $790,000 at January 1, 2001 


In December 1999, the staff of the Securities and Exchange Commission released Staff Accounting 
Bulletin (SAB 101), “Revenue Recognition”, to provide guidance on the recognition, presentation and 
disclosure of revenue in financial statements. Management believes that its revenue recognition practices 
are in conformity with SAB 101, 
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SUPPLEMENTARY DISCLOSURES ABOUT OIL AND GAS PRODUCTION ACTIVITIES 
(UNAUDITED) 


The following information about the Company’s oil and gas producing activities is presented in 
accordance with United States Statement of Financial Accounting Standards No. 69: Disclosures About Oil 
and Gas Producing Activities. 


Oil and Gas Reserves 


Proved oil and gas reserves are the estimated quantities of crude oil, natural gas and natural gas liquids 
which geological and engineering data demonstrate with reasonable certainty to be recoverable in future 
years from known reservoirs under existing economic conditions. 


Proved developed oil and gas reserves are reserves that can be expected to be recovered from existing 
wells with existing equipment and operating methods. 


Estimates of oil and gas reserves are subject to uncertainty and will change as additional information 
regarding the producing fields and technology becomes available and as future economic conditions 
change. 


Reserves presented in this section represent the Company's working interest share of reserves net of 
royalties. The reserves for 2000 in the U.S. are based on estimates by the independent petroleum 
engineering firms of Duke Engineering & Services and Joe C. Neal & Associates. In China, the reserves are 
based on estimates by Gilbert Laustsen Jung Associates Ltd. The reserves in Russia at December 31, 1998 
are based on estimates by the independent petroleum engineering firm, D&S Reservoir Engineering Ltd. 
The reserves presented for December 31, 1999 represent reserves in China acquired through the 
acquisition of Sunwing during 1999 and are based on estimates by the independent engineering firm of 
Gilbert Laustsen Jung Associates Ltd. 


The Company's net proved and net proved developed oil and gas reserves were as follows: 


Oil Gas 
(MBbI) (MMcf) 
Net: proved reserves; December 31571997 s5..2.. 2 og. S. Soe i. Shri eh ees ee Ree 42,300 
Kuibanxciscontinued Operations. os sfc. soc ee sheen releeaiccs tak ease ete eke (9,700) 
PCOGUCHOR tetera cts een aideok La aerate a ava Saad onan ROR aN oa nth (1,823) 
Revisions, of prewousestimates:<. oo 0 ck vtec cist bots key we SocteBenn cies & bd Soohs eo wsetar’s (21,977) 
Net proved ‘reserves, December:31, 1998...) pe te ce bg eb ee se es 8,800 
PrOCUGCEIOI ae ite ere ee ea A ASR aR ao cases tan Reet be ae a a (807) 
Loss. of remaining-reserves. in. RUSSIA oso cant Goth Wc re ds cay 0 Rey eal ed bine (7,993) 
ACQUISILION: =— SURWING 2's iced ween elalae Masia wt ecg pn See, Vigv beige re men kora erat 20,848 
Net’ proved. reserves, ‘December 3:1), 1999s 205 ncaa ns SP ane a ee oe wate nd 6 20,848 
ExtEnsionsiancd=cisCOVeries soc Sa tide, oh etek, Sone tee atte, non uae, oe LG 4,803 6,301 
Procuictionyes o2 23 rine note pe ces ee ha eee antes ae OS Sree Coe mS LE Mga (133) (5) 
Revisions: tos Previous: estimates caste. Shacdoree are suky vere tebe oles tiolcache aRenreretanes tet 276 
Net proved reserves, December 31,.2000..............-. cece eee ee eee eee 25,794 6,296 
Net Proved Developed Reserves 
DECOMDER ol OOS saith s rer cate, Bema e se bs on ag cnn s seine amen 6,700 — 
DECEMBCIIS 1990" as octet Bite Roe ete aatta sc Ase ence! WinGate yay s Wace eae ene — — 
Hecembersil #2000 serene terscs ae Metron NO SSeS Wersta te tas Riot qimcien na fis Fees ees: 984 
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Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating 


to Proved Oil and Gas Reserves 


The following standardized measure of discounted future net cash flows from proved oil and gas 


reserves has been computed using period end prices of $23.95 per barrel of oil ($22.95 per barrel in 
1999 and $5.95 per barrel in 1998) and $5.65 per Mcf of gas and costs and period end statutory tax 
rates. A discount rate of 10% has been applied in determining the standardized measure of discounted 


future net cash flows. 


The Company does not believe that this information reflects the fair market value of its oil and gas 
properties. Actual future net cash flows will differ from the presented estimated future net cash flows 


in that: 


¢ future production from proved reserves will differ from estimated production; 


e future production will also include production from probable and potential reserves; 


e future rather than year end prices and costs will apply; and 


* existing economic, operating and regulatory conditions are subject to change. 


The standardized measure of discounted future net cash flows as at December 31 in each of the three 


most recently completed financial years are as follows: 


2000 
PuTUre Cash AflOWSs (wer ti on See ce eee en) eee $653,419 
Future development and restoration costs ..................005. 162,399 
FUTURE OTOCUCTION: COSIS sts sates foe cuteraeatis ck raise Raueea Mea erases 145,130 
EUEUTE INCOME CAXES as 5 ase enone ne ear ees go ae ee OEY SN 102,831 
Future yNetGash OWS ites cater aces Gait onc ® CU nn man ana 243,059 
TOGSrannUalkGiSCOUNMTS te Seale ces ass eee the a ees cree ee 141,823 
Standardizedsimeasuretns <sxwee ae sel cats cous een te Sen ee eee Sen $101,236 


1999 
(in thousands) 


$469,260 
130,283 
86,253 
79,878 


172,846 
101,736 


$771,110 


1998 


$552;339 
5,044 
37,506 


2,859 


6,930 
1,747 


$5183 


Changes in standardized measure of discounted future net cash flows as at December 31 in each of the 


three most recently completed financial years are as follows: 


2000 1999 
Sale‘of oil & gas net of production costs. 74:52. 3.32. i jo. cnet cs $ (64) $ (1,310) 
Revenue credited to China property costs ...................04. (2,940) (92) 
Net changes in pricing and productions costs................... (3,433) 834 
Purchase Of eSenVves iu hes Chat y oe co el aerate chaen oes Soe — 71,202 
Discoveries ranGzextansionseic: tse natearae cone ee ae nS 19,266 — 
AbanGonmentwor reserves c5 25 0 ee ah a ON ea Ce — (4,707) 
Revisionssof previous estimates: 5.5.0 F25 sis nati@e « Sas eye ee oes 1,707 — 
Net change in future development costs ................0...005 9,611 — 
ACCrEtION Of GISCOUNtE=2 ose nic ge ete Gage es a ee 5,979 a 
Increase, (decrease) ket Mi Re karee ay hist ee eke ee ee eer 30,126 65,927 
Standardized measure, beginning of year...............0 00.005. 71,110 5,183 
Stahdardized measure,-end Of year*.. s.25... 60008. 2 dS SES. $101,236 Sy 71) 110 
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(7,912) 
(16,061) 
22,899 
6,431 
(40,189) 
45,372 


$-7:5,183 


Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities 


for the following periods ended: 


Year ended 
December 31, 


2000 


1999 


(in thousands) 


Property Acquisition 


PROVO Serres Ea es eis ores Rene Le rh Serenade ae Nae SAU er nee Oe creh Oe | $ a 
UTE ease rote eee ari ae FER Cee Teer ee as ee er 6,392 
Royalty Tgnts 25 sie sire see ee peta tae tee ene aad nae eet crs sat tits TFI5% 
Development; 2st. orc as ee nae ta ee eres UL Mkes hes Mena aR ae 16,436 
EXDIOTATIOIN Sse, 28 oe Ort catenin t BT eg e ANN MCN GE wt gue stn ee 4,508 
Gib license, investmmentrand- other Costs: | o..05-.4.n ki. fois See gate wk ae ot 13,252 
$41,745 


Depletion, Depreciation and Amortization per unit of net production, before write-down under 
ceiling test: 


Russia 
Year ended December 31, 1999 
Year ended December 31, 1998 


United States 
Year ended December 31, 2000 


Results of Producing Activities: 


$ 7,468 
3,878 
D216 
4,086 
4,753 


$25,401 


$/boe 


$3.04 
$1.74 


$8.70 


Year ended December 31, 


2000 1999 1998 
Sales o:tehs abies aa tangs teehee a Cy REN) canteen ee tes ime cere ie atta See MS Catesi Ad 851 5,460 10,977 
ProclUction, Gxpense iivicnsssereai eat ee he Bop AES Stee Oe eee cnchy 787 4,150 8,053 
Write-down .of. crude oilsinventory.0 0 see a ee tee 0G Ge — — 1,224 
Depletion (including write-down under ceiling test) -.................005. 275 1,665 51,369 
OTC heute irs ee ere cae NL obra Caco oe ek ere ERNE NGL Cg eb thine er eae — (48) (730) 
Ineomex(toss) -beforerincomestaxes cis. Me ee en re ee doe: (211) (307) (48,939) 
Income: fax.(FecOvery) cont ate eat oan eile. cst mrancin tas NLS Sue ceany Scheie ee eee — — (605) 
Results of operations from producing activities ................0. 0.00008. (211) (307) (48,334) 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING 
AND FINANCIAL DISCLOSURE 


None. 


PART Ill 


ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 


The following table provides the names of all of our directors and executive officers, their positions, 
terms of office and their principal occupations during the past five years. Each director is elected for a 
one year term or until his successor has been duly elected or appointed. Officers serve at the pleasure of 


the Board of Directors. 


Name, Age and 
Municipality of Residence 


David Martin, age 69........ 
Santa Barbara, California 


RosBert M. FRIEDLAND, age 50 


Hong Kong 


E. LEON DANIEL, age 64....... 


Park City, Utah 


JOHN A. Carver, age 68 
Bakersfield, California 


R. EDWARD FLOOD, age 55 


Reno, Nevada 


Position with 
the Registrant 


Chairman of the Board 
and Director (since 
August, 1998) 


Deputy Chairman 
(since June, 1999) 
and Director (since 
February 1995) 


President, Chief 
Executive Officer (since 
June, 1999) 

and Director (since 
August, 1998) 


Director (since 
August, 1998) 


Director (since 
June, 1999) 
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Present Occupation and 
Principal Occupation for the Past Five Years 


Chairman of the Board of lvanhoe 
Energy Inc. (August 1998 - present); 
President, Cathedral Mountain 
Corporation (1997 - present); President 
and Chief Executive Officer, Occidental 
Oil & Gas Corporation (1986-1996); 
Executive Vice President and Director, 
Occidental Petroleum Corporation 
(1986-1996) 


Chairman and President, lvanhoe 
Capital Corporation 


President and Chief Executive Officer of 
Ivanhoe Energy Inc. June, 1999 - 
present); Executive Vice President, 
Worldwide Business Development, 
Occidental Oil and Gas Corporation 
(1996-1998); President, Occidental 
Engineering Co. (1993-1996); President, 
Worldwide Exploration, Occidental 
Petroleum (1997-1998) 


Retired (1998); Senior Vice President, 
Worldwide Exploration, Occidental 
Petroleum (1997-1998); Consultant 
(1996-1997); Executive Vice President, 
Worldwide Exploration, Occidental Oil 
and Gas Corporation (1994-1996) 


Mining Analyst, Haywood Securities 
(May, 1999 - present); Deputy 
Chairman, Ivanhoe Mines Inc. (May, 
1999 - present); President, Ivanhoe 
Mines Inc. (1995-1999); Member and 
Gold Analyst of Contrarian Fund 
Management Team of Robertson 
Stephens & Company (1993-1995) 


Name, Age and 


Municipality of Residence 


SHUN-ICHI SHIMIZU, age 60 


Tokyo, Japan 


JOHN O'KEEFE, age 52......... 


Houston, Texas 


PATRICK CHUA, age 45 ........ 


Hong Kong, China 


GERALD MOENCH, age 55 
Lethbridge, Alberta 


BRADLEY C. SHOUP, age 42 


Dallas, Texas 


Position with 
the Registrant 


Director (since 
July, 1999) 


Executive 
Vice-President, Investor 
Relations and Chief 
Financial 

Officer (since 
September, 2000) 


Executive 
Vice-President (since 
June, 1999) 


Executive 
Vice-President (since 
June, 1999) 


Executive 
Vice-President (since 
August, 1999) 


Present Occupation and 
Principal Occupation for the Past Five Years 


Managing Director of C.U.E. 
Management Consulting Ltd. 
(1994 to present) 


Executive Vice-President, Investor 
Relations and Chief Financial Officer of 
Ivanhoe Energy Inc. (September 2000 - 
present); Vice-President, Investor 
Relations of Santa Fe Snyder 
Corporation (1999 - September 2000); 
Director, Investor Relations of Oryx 
Energy Company (1991-1999) 


Executive Vice-President of lvanhoe 
Energy Inc. (June, 1999 - present); 
Co-Chairman and Director of Sunwing 
Energy Ltd. June, 1996 - June, 1999); 
Co-Chairman and director, Sunwing 
Energy Ltd. (BVI) (May, 1995 - Present); 
prior thereto, Project Manager and 
Senior Engineer, Sproule 

Associates Limited 


Executive Vice-President of lvanhoe 
Energy Inc. (June, 1999 - present); 
President and Director, Sunwing Energy 
Ltd. July, 1997 - June, 1999); Acting 
President, Sunwing Energy Ltd. June, 
1996 - July, 1997); Consultant in 
Indonesia and New Zealand (VJanuary, 
1995 - June, 1996); prior thereto, 
General Manager, Santos Petroleum 
(Seram) Ltd. 


Executive Vice-President of lvanhoe 
Energy Inc. (August 1999 - present); 
Chief Financial Officer of lvanhoe 
Energy Inc. January, 2000 - September, 
2000); Partner, Relational Investors LLC 
(1996 - 1999); Partner, Batchelder & 
Partners, Inc. (1988 - 1996) 


Listed below are those of our directors who hold directorships in other publicly listed corporations and 
the names of those corporations: 


ROBERT M. FRIEDLAND: Ivanhoe Mines Ltd. 


R. EDwarD FLoop: Diamond Fields International Ltd., Emperor Mines Limited, lvanhoe 


Mines Ltd. 


Each of our directors was elected at our last annual general meeting of shareholders. The term of office 
of each director concludes at our next annual general meeting of shareholders, unless the director's 
office is earlier vacated in accordance with our by-laws. There are no family relationships among any of 
our directors, officers or key employees. 
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As required under the Business Corporations Act (Yukon), our Board of Directors has an Audit Committee. 
We also have a Compensation and Benefits Committee. The members of the Audit Committee are 
Messrs. Shun-Ichi Shimizu, Edward Flood and John Carver. The members of the Compensation and 
Benefits Committee are Messrs. David Martin, Edward Flood and Robert Friedland. 


Based solely on a review of the reports furnished to us, we believe that during 2000 all of our directors, 
executive officers and 10% shareholders complied with the applicable requirements for reporting initial 
ownership and changes in ownership of our common shares. 


ITEM 11. EXECUTIVE COMPENSATION 


During the fiscal year ended December 31, 2000, we paid our executive officers $873,000 in aggregate 
cash compensation. We do not provide any retirement pension plan or retirement compensation 
agreement for our directors and officers. 


The following executive compensation disclosure relates to our President and Chief Executive Officer as 
at December 31, 2000, and each of our four most highly compensated executive officers (collectively, the 
“named executive officers”) whose annual compensation exceeded $100,000 in the year ended 
December 31, 2000. During the year ended December 31, 2000, the total compensation paid to those of 
our officers who received more than $100,000 in total compensation was $886,182. 


Summary Compensation 


We paid the following compensation during the years ending December 31, 1998, 1999 and 2000 to 
each of our named executive officers. 


SUMMARY COMPENSATION TABLE 


Annual Compensation Long Term Compensation 


| Awards | Payouts | 


Securities 
Under Restricted 

Name and Options/SARs | Shares or LTIP All Other 
Principal Bonus Other Annual Granted Restricted | Payouts | Compensation 
Position Year (S) Compensation (#) Share Units ($) 
E. LEON DANIEL 2000 200,000 22,000 500,000 
President & Chief 1999 148,580 1,144(6) 
Executive 1998 500,000 
Officer(1) 
PATRICK CHUA 2000 180,000 4,711(6) 
Executive Vice 1999 133,722 6,892(6) 500,000 
President(2) 1998 
BRADLEY C. SHOUP 2000 161,000 1,940(6) 
Executive Vice 1999 300,000 
President 1998 
Corporate 


Development(3) 


2000 50,000 
1999 
1998 


David Martin 110,000 


Chairman(4) 


4,000,000 


2000 150,000 
1999 111,435 
1998 


3,112(6) 
4,583(6) 


GERALD MOENCH 
Executive Vice 
President(5) 


200,000 


(1) Mr. E. Leon Daniel was appointed as our President and Chief Executive Officer on June 22, 1999, and 
has been one of our directors since August 25, 1998. 
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Mr. Chua was appointed as an Executive Vice-President in June, 1999. 


Mr. Shoup has been an Executive Vice President since August, 1999. He was also Chief Financial 
Officer from January to September, 2000. 


Mr. Martin has been our Chairman and one of our directors since August, 1998. 
Mr. Moench was appointed an Executive Vice-President in June, 1999. 


Includes premiums paid by us on behalf of the named executive officer for medical, dental and 
other health insurance coverage. 


Options and Stock Appreciation Rights (SARs) 


We granted the following Options/SARs to our named executive officers in the financial year ended 
December 31, 2000: 


OPTION/SAR GRANTS IN LAST FISCAL YEAR 


Percent of 
Total 
Options/SARS 
Granted to 
Employees in 
Fiscal 
Year 


Number of 

Securities 

Underlying 
Options/SARS 


Exercise of 
Base Price 
($/Sh) 


Grant Date 
Present Value $(1) 


Granted 


(#) Expiration Date 


E. LEON DANIEL 500,000 June 29, 2005 


Equal to or greater than the weighted average price of our common shares on The Toronto Stock 
Exchange for the five trading days preceding the date of a grant. 


(1) 


Aggregated Option Exercises 


The aggregate number of options exercised by any of the named executive officers during the financial 
year ended December 31, 2000 was 766,666. 


AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL YEAR AND 
FINANCIAL YEAR END OPTION/SAR VALUES 


Number of 


Shares 
Acquired 
on Exercise 


(#) 


Aggregate 


($) 


Value Realized 


Underlying 
Securities 
Unexercised 
Options /SARS 
at FY-End 
(#) 
Exercisable/ 
Unexercisable 


E. LEON DANIEL 166,666 941,663 


166,667/0 


David MartTIN 600,000 3,765,000 


Pension Plans 


We do not presently provide a pension plan for our employees. 
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3,400,000/0 


Value of 
Unexercised 
in the Money 
Options/SARS 

at FY-End 

(Cdn.$) 
Exercisable/ 

‘Unexercisable 


1,158,336/0 


23,630,000/0 


Employment Contracts, Termination of Employment and Change-In-Control Arrangements 


We have no written employment contracts or termination of employment or change of control 
arrangement with any of our directors or named executive officers. 


Director and Named Executive Officer Compensation 


We do not generally pay cash or other fixed compensation to our directors. However, on a 
recommendation from the Compensation and Benefits Committee, the Board awarded directors’ fees to 
Mr. David Martin in the amount of $110,000, Mr. E. Leon Daniel in the amount of $22,000 and Mr. John 
Carver in the amount of $100,000. Also, as we call on the expertise of Mr. Carver beyond the ordinary 
scope of his requirements as one of our directors, we will pay Mr. Carver a supplemental director's fee of 
$30,000 per quarter. We reimburse our directors for expenses they reasonably incur in the performance 
of their duties as directors and they are also eligible to receive stock bonus awards from time to time 
and to participate in our Employees’ and Directors’ Equity Incentive Plan. 


The cash compensation we pay to the named executive officers is intended to be comparable to the 
cash compensation paid to executive officers of similar companies who have comparable duties and 
responsibilities. 


Employees’ and Directors’ Equity Incentive Plan 


Our Employees’ and Directors’ Equity Incentive Plan, as amended (the “Plan”) consists of three 
component plans: a common share option plan (the “Share Option Plan”), a common share bonus plan 
(the “Share Bonus Plan”), and a common share purchase plan (the “Share Purchase Plan”). The purpose 
of the Plan is to advance our corporate interests, by encouraging equity participation by our directors, 
officers and employees through the acquisition of our shares. 


The following is a brief description of the terms of the Plan. 


Share Option Plan 


The Share Option Plan allows the board of directors to grant options to acquire our common shares in 
favour of our directors, officers and employees. Options are subject to adjustment in the event of a 
subdivision or consolidation of our common shares, an amalgamation, or other corporate event affecting 
our common shares. Participation in the Share Option Plan is limited to directors, officers and employees, 
who are, in the opinion of our board of directors, in a position to contribute to our future growth 

and success. 


In determining the number or value of optioned common shares made subject to options, we consider 
the optionee’s present and potential contribution to our success and to the prevailing policies of each 
stock exchange on which our shares are listed. The board of directors determines the date of grant, the 
number of shares, the exercise price per share, the vesting period, and all other terms and conditions of 
the options we grant. The minimum exercise price of any option granted under the Share Option Plan is 
the weighted average price of our common shares on the principal stock exchange on which our 
common shares trade for the five trading days prior to the date of grant. 


Unless earlier terminated upon an optionee’s death or termination of employment or appointment, 
options are exercisable for a period of up to ten years. We may, in our discretion, accelerate unvested 
options if a take-over bid is made for our common shares. 


We may also grant share appreciation rights when we grant an option. Such rights permit an optionee 
to elect to terminate the option and instead receive common shares on the basis of a cashless exercise. 
The number of common shares that an optionee who exercises share appreciation rights will receive is 
equal to the difference between the then fair market value per common share and the option price per 
common share of all common shares under option, divided by the then fair market value per 

common share. 
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Share Bonus Plan 


The Share Bonus Plan permits our board of directors to issue a maximum of 1,000,000 of our common 
shares as bonus awards to our directors and employees on a discretionary basis having regard to such 
merit criteria as the board of directors may determine. 


Share Purchase Plan 


Participation in the Share Purchase Plan is limited to employees who have completed at least one year 
(or less, at the discretion of the board of directors) of continuous service on a full-time basis and who 
are designated by the board of directors as eligible to participate in the Share Purchase Plan. 


Eligible employees may contribute up to 10% of their annual basic salary to the Share Purchase Plan in 
semi-monthly instalments. We then make contributions on a quarterly basis equal to the employee’s 
contribution. 


At the end of each calendar quarter, the eligible employee receives a number of our common shares 
equal to the aggregate amount contributed by the employee participant and by us, on the participant's 
behalf, divided by the weighted average trading price of our common shares on our principal stock 
exchange during the previous three months. 


The Share Purchase Plan component of the Plan has not yet been activated. 


General 


The aggregate maximum number of our common shares which we may issue or reserve for issuance 
under the Plan is currently 12,000,000 common shares. Any increase is subject to stock exchange 
approval and approval by our shareholders. The maximum number of our common shares which we 
may, at any time, reserve for issuance to any one person under the Plan may not exceed 5% of our 
issued and outstanding common shares. 


Our board of directors has the right to amend, modify or terminate our Equity Incentive Plan. However, 
any amendment to the Equity Incentive Plan which would materially increase the benefits under the 
Plan, materially modify the requirements as to eligibility for participation in the Plan or materially change 
the number of our common shares that may be issued or reserved for issuance under the Plan, is 
subject to stock exchange approval and the approval of our shareholders. 


Compensation Committee Interlocks and Insider Participation 


During the year ended December 31, 2000, our Compensation and Benefits Committee consisted of 
Messrs. Robert Friedland, Edward Flood and David Martin. Mr. Martin is one of our executive officers. 
Mr. Friedland is our largest shareholder and holds interests in other entities with which we have 
transacted, and continue to transact, business. See Item 13. “Certain Relationships and Related 
Transactions.” 


Board Compensation Committee Report on Executive Compensation 


The Compensation and Benefits Committee administers our executive compensation program, which is 
designed to provide incentives for our executive officers to enhance shareholder value. Our principal 
objectives are to attract and retain qualified executives critical to our success, to provide fair and 
competitive compensation, to align their interests with those of our shareholders, and to reward 
extraordinary corporate and individual performance on an annual basis. We structure each compensation 
package in a manner that we believe links shareholder return, measured by appreciation in share price, 
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with executive compensation. Stock options are the primary mechanism we use to align management 
and shareholder interests. We do not offer pension plans to our senior executives. 


Submitted on behalf of the Compensation Committee: 
Mr. Robert Friedland 
Mr. Edward Flood 
Mr. David Martin 

Performance Graph 


The following graph and table show changes since we completed our initial public offering of common 
shares in June, 1997 and the value of $100 invested in our common shares: 


Ivanhoe Energy Inc. 


| June 11, 1997 | Dec. 31, 1997 Dec. 31, 1998 | Dec. 31, 1999 Dec. 31, 2000 
Ivanhoe Energy Inc. Cdn. $ 100 Cdn. $ 38 Cdn. $ 8 Cdn. $ 58 Cdn. $ 160 
TSE 300 Total Return Index Cdn. $ 100 Cdn. $ 104 Cdn. $ 101 Cdn. $ 131 Cdn. $ 139 
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 


Except as set forth below, no person or group is known to beneficially own (as deemed by SEC 


Regulations) 5% or more of our issued and outstanding common shares. Based on information known to 
us, the following table sets forth the beneficial ownership of each such person or group in our common 
shares at March 1, 2001. 


Title of Class 


Common Shares 


Common Shares 


Common Shares 


Common shares 


Common Shares 


Name and Address of 


Beneficial Owner 


Robert M. Friedland(2) 
Flat B, 31st Floor 
Primrose Court 

56A Conduit Road 
Mid-Levels, Hong Kong 


Capital Research and Management Company 
333 South Hope Street 

Los Angeles, California 

90071 


Paul Stephens 

388 Market Street 

Suite 200 

San Francisco, California 
94111 


RS Investment Management 
388 Market Street 

Suite 200 

San Francisco, California 
94111 


Directors and Officers as a Group (11 persons) 


Number of Shares 


Beneficially Owned(1) 


45,402,120 


13,500,000(3) 


7,531,100 


7,963,624 


53,376,710(4) 


Percentage 


of Class 


35.74% 


10.45% 


5.93% 


6.27% 


40.14% 


(1) Beneficial ownership is determined in accordance with the rules of the Securities and Exchange 
Commission and generally includes voting or investment power with respect to securities. Unissued 
common shares subject to options, warrants or other convertible securities currently exercisable or 
convertible, or exercisable or convertible within 60 days, are deemed outstanding for the purpose of 
computing the beneficial ownership of common shares of the person holding such convertible 
security but are not deemed outstanding for computing the beneficial ownership of common shares 
of any other person. 


(2) 44,827,120 outstanding common shares are held indirectly through Newstar Securities Ltd., Premier 
Mines Limited and Evershine LLC, companies controlled by Mr. Friedland. 


(3) Includes 2,500,000 common shares issuable upon exercise of share purchase warrants. 


(4) Includes 5,916,667 common shares issuable upon the exercise of incentive stock options held by 
directors and officers as a group. 
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Security Ownership of Management 


The following table sets forth the beneficial ownership at March 1, 2001 of our common shares by each 
of our directors, our named executive officers and by all of our directors and executive officers as 
a group: 


Amount and Nature of Percentage 

Title of Class Name of Beneficial Owner Beneficial Ownership of Class 
Common Shares Davidi-Martinnns.tx cess cote aos Soca enn seas eae 903,663 0.71 
Common Shares Robert: M=Eriedland Sse. 2) oy se eae 45,402,120 35.74 
Common Shares Ev Leon’ Daniel xacnecoss ee ce 2 ee 502,018 0.40 
Common Shares JORMA CanVveran ces erect: Rive eee eats 195,000 0.15 
Common Shares RiEdward' Floods 2a aioe ein ee 56,466 0.04 
Common Shares SHUN=-ACHIESMIMIZU: tere ee eae ae 32,500 0.03 
Common Shares JOMNEO Keefe: Ges kk chee ices een ebaoaea Tacks 25,000 0.02 
Common Shares Patrick2 Chuldiccecen) Sie ers Sethe ee ree ee 275,776 0.22 
Common Shares Gerald: MOEN Chitixss 3 3s otceta cere noe 5,000 — 
Common Shares Bradley SNOUP so. ms ain sina easter oe 37,500 _0.03 
Common Shares All directors and executive officers as a 

Group: GiO\ persons) aioe ee is eee ee 47,435,043 37.34% 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 
Transactions with Management and Others 


We issued 3,220,000 of our common shares and an equal number of share purchase warrants in 
February, 2000 to certain of our directors and executive officers as part of a private placement of 
6,250,000 common shares and share purchase warrants. Units consisting of one common share and one 
share purchase warrant were issued at a price of Cdn.$3.25 per unit. 4,000,000 units were purchased by 
an arm’s length institutional investor. The names of our directors and executive officers and the number 
of securities each of them purchased are as follows: 


Number of 
common shares 
and share 
purchase warrants 

Name (Units) 
RobertsM:Friediandans nn cn ay ope erate eee etn en ae 1,985,000 
Davi Miartiyic Sects ee tee aed eas ont aU oe ee Rr ats 100,000 
EsLeon Danielce tcset acres neat heer ae eee k ES ees 10,000 
No) ay ava Gre | Va) poem} cate ck ey MMI PI tea rie Mt dl ame MR er ceo aA i 10,000 
ReedwardtFlooden tent asks ene) enn ceeiaien sis noes een Sire eeeer tes 30,000 
ShuncichiSHimizuy eae wwe teen ete ean ee osen ana 5,000 
Patricke Chasis. aceite ces See SS ce ee ee 55,000 
DEACIe SROUP 50.0 toascs States han tips whee tate te mime met re 25,000 


Certain Business Relationships 


We are parties to cost sharing agreements with other companies in which Mr. Robert M. Friedland has a 
material direct or indirect beneficial interest. Through these agreements, we share office space, 
furnishings, equipment and communications facilities in Vancouver, Singapore and London and an 
aircraft on a cost recovery basis. We also share the costs of employing administrative and non-executive 
management personnel at these offices. During the year ended December 31, 2000, our share of these 
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costs was $2,207,000. The companies with which we are parties to the cost sharing agreements, and 


Mr. Friedland’s ownership interest in each of them, are as follows: 
Robert Friedland 


Company Name Ownership Interest 
WanhoewMinessltds ete re: Sas Gt inoe cakes PPP es das Ses 51.71% 
Ivanhoe: Capital Corporations 20.5, ec wos vag Soe bau Wee ee i ae 100% 
Atri Cane WHINE Cals: ENC tcc re See cated oie ae Ge aoe eneeors Wk Wr cue RE 46% 
Diamond:<Fields. International tds: os. 30 ss Sas yes oe, 0 7.85% 
Pangaea-Energy. International: Ltd: 2 ooo. ons Soren ccs tered 72% 


TABLE OF INDEBTEDNESS OF DIRECTORS, EXECUTIVE OFFICERS 
AND SENIOR OFFICERS 


Largest Amount 
Involvement of Outstanding During | Amount Outstanding 
Name and Principal Position Issuer or Subsidiary 2000 as at March 1, 2001 


Davip Martin Loan Agreement $201,629 
Chairman 


R. EDWARD FLOOD Loan Agreement $ 60,489 
Director 


We loaned Messrs. Martin and Flood the above-mentioned amounts in January, 2001 to facilitate their 
exercise of warrants to purchase 50,000 and 15,000 of our common shares respectively. The loans bear 
interest at the Bank of Montreal prime rate as quoted from time to time and the loans mature on 
January 26, 2002. The loans are secured by a pledge of the 50,000 common shares owned by Mr. Martin 
and the 15,000 common shares owned by Mr. Flood. 
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PART IV 


ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 
The following financial statements and exhibits are filed as part of this Annual Report: 


(a) 


dls 


Financial Statements: 


Deloitte & Touche, LLP Auditors’ Report on Consolidated Balance Sheets of Ivanhoe Energy Inc. as 
at December 31, 2000 and 1999 and Consolidated Statements of Loss and Deficit and Consolidated 
Statements of Cash Flow of Ivanhoe Energy Inc. for the years ended December 31, 2000, 1999 
and 1998. 


Consolidated Balance Sheets of Ivanhoe Energy Inc. as at December 31, 2000 and 1999. 


Consolidated Statements of Loss and Deficit of Ivanhoe Energy Inc. for the years ended 
December 31, 2000, 1999 and 1998. 


Consolidated Statements of Cash Flow of Ivanhoe Energy Inc. for the years ended December 31, 
2000, 1999 and 1998. 


Notes to the Consolidated Financial Statements of Ivanhoe Energy Inc. for the years ended 
December 31, 2000, 1999 and 1998. 


Financial Statement Schedules: 
Supplementary Disclosures about Oil and Gas Production Activities (Unaudited) 
Exhibits 


3.1 Articles of lvanhoe Energy Inc. as amended to June 24, 1999 (incorporated by reference to 
Exhibits 1.1 through to 1.4 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000). 


3.2 Bylaws of Ivanhoe Energy Inc. (incorporated by reference to Exhibit 1.1 of Form 20-F filed 
with the Securities and Exchange Commission on February 28, 2000). 


4.1 Amended and Restated Convertible Loan Agreement dated August 4, 1999 between 
Ivanhoe Energy Inc. and Linyi Holdings Ltd. (incorporated by reference to Exhibit 3.2 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


10.1 Funding and Participation Agreement dated August 1, 1998 between Ivanhoe Energy 
(USA) Inc. (formerly West Best Resources Ltd.) and Diatom Petroleum, Incorporated 
(incorporated by reference to Exhibit 3.3 of Form 20-F filed with the Securities and 
Exchange Commission on February 28, 2000). 


10.2 Exploration Agreement dated May 1, 1998 between Diatom Petroleum, Incorporated and 
Aera Energy LLC, as amended January 18, 1999, March 29, 1999, September 15, 1999, 
September 21, 1999 and April 5, 2000 (incorporated by reference to Exhibit 3.4 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


10.3 Participation Agreement dated August 1, 1996 between Aera Energy LLC (formerly 
CalResources, LLC), Digital Petrophysics, Inc., lvanhoe Energy (USA) Inc. (formerly West Best 
Resources Ltd.) (as assignee of Texaco Exploration and Production Inc.) and Wood Oil 
Company, as amended December 11, 1998 and further amended October 13, 1999 
(incorporated by reference to Exhibit 3.5 of Form 20-F filed with the Securities and 
Exchange Commission on February 28, 2000). 
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10.4 


10.5 


10.6 


10.7 


10.8 


10.9 


10.10 


10.11 


10.12 


10.13 


10.14 


10.15 


Participation Agreement dated February 15, 1999 between Aera Energy LLC, Ivanhoe 
Energy (USA) Inc. (formerly West Best Resources Ltd.), Diatom Petroleum, Inc. and 
Armstrong Resources, LLC, as amended September 9, 1999 and further amended 
November 15, 1999 (incorporated by reference to Exhibit 3.9 of Form 20-F filed with the 
Securities and Exchange Commission on February 28, 2000). 


Diatom Petroleum, Incorporated Stock Purchase Agreement dated June 18, 1999 between 
Ivanhoe Energy Inc. (formerly Black Sea Energy Inc.), William R. Berry Il, Deborah M. Olson 
and Michael P. Stark, as amended July 2, 1999 (incorporated by reference to Exhibit 3.10 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Digital Petrophysics Resources, Inc. Stock Purchase Agreement dated September 3, 1999 
between Ivanhoe Energy (USA) Inc. and William R. Berry Il and Deborah M. Olson 
(incorporated by reference to Exhibit 3.11 of Form 20-F filed with the Securities and 
Exchange Commission on February 28, 2000). 


Purchase Agreement for Sanford ORRI dated September 3, 1999 between Ivanhoe Energy 
(USA) Inc. and William R. Berry Il and Deborah M. Olson (incorporated by reference to 
Exhibit 3.12 of Form 20-F filed with the Securities and Exchange Commission on 
February 28, 2000). 


Purchase Agreement for Founders’ Royalty dated September 3, 1999 between Ivanhoe 
Energy (USA) Inc. and Michael P. Stark (incorporated by reference to Exhibit 3.13 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Option to Purchase Stock Agreement dated September 20, 1999 between Ivanhoe Energy 
(USA) Inc. and the shareholders of Consultants Royalty Management, Inc. (incorporated by 
reference to Exhibit 3.14 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000). 


Farmout Agreement dated April 8, 1999 between Nippon Oil Exploration Limited and 
Pan-China Resources Ltd., as amended June 11, 1999 (incorporated by reference to 
Exhibit 3.16 of Form 20-F filed with the Securities and Exchange Commission on 
February 28, 2000). 


Petroleum Contract for Kongnan Block, Dagang Oilfield of the People’s Republic of China 
dated September 8, 1997 between China National Petroleum Corporation and Pan-China 
Resources Ltd., as amended June 11, 1999 (incorporated by reference to Exhibit 3.15 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Petroleum Contract for Zhou 13 Block in Zhao Zhou Oilfield, Daqing, The People’s Republic 
of China, dated August 8, 1996, between China National Petroleum Corporation and 
Sunwing Energy Ltd. (incorporated by reference to Exhibit 3.17 of Form 20-F filed with the 
Securities and Exchange Commission on February 28, 2000). 


Exploration Agreement dated October 1, 1999 between Prime Natural Resources, LLC, 
Ivanhoe Energy (USA) Inc. and Aera Energy LLC (incorporated by reference to Exhibit 3.23 
of Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Service Agreement dated September 1, 1999 of CUE Management Consultants Limited 
(incorporated by reference to Exhibit 3.31 of Form 20-F filed with the Securities and 
Exchange Commission on February 28, 2000). 


Volume License Agreement dated April 26, 2000 between Syntroleum Corporation and 
Ivanhoe Energy Inc. (incorporated by reference to Exhibit 3.37 of Amendment No. 2 to 
Form 20-F filed with the Securities and Exchange Commission on July 24, 2000). 
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(b) 


10.16 


10.17 


10.18 


10.19 


10.20 


10.21 


10.22 


10.23 


10.24 


10.25 


ZA 
25.1 


237. 
23:5 
23.4 


Agreement dated May 11, 2000 between Discovery Operating, Inc., Don L. Sparks 
and Ivanhoe Energy (USA) Inc. (incorporated by reference to Exhibit 3.38 of 
Amendment No. 2 to Form 20-F filed with the Securities and Exchange Commission on 
July 24, 2000). 


Consultancy Agreement dated June 2, 2000 between Ivanhoe Energy Inc. and M&A Oil 
Consultancy Limited (incorporated by reference to Exhibit 3.39 of Amendment No. 2 to 
Form 20-F filed with the Securities and Exchange Commission on July 24, 2000). 


Master License Agreement Amendment No. 1 dated October 11, 2000 between Syntroleum 
Corporation and Ivanhoe Energy Inc. 


Consulting Agreement dated November 15, 2000 between Ivanhoe Energy Inc. and 
Continental Energy Limited. 


Employees’ and Directors’ Equity Incentive Plan. 


Agreement for the Sale and Purchase of Shares in Great Plains Petroleum (Cyprus) Limited 
and Global Petroleum (Cyprus) Limited dated August 10, 2000 between Kuban Petroleum 
Ltd., lvanhoe Energy Inc. and Stesana Enterprises Limited. 


Deed of Release dated August 10, 2000 between Ivanhoe Energy Inc., Kuban Petroleum 
Ltd., Tyumen Oil Company and Tyumeneftegaz. 


Agreement to Purchase shares of Digital Petrophysics, Inc. dated January 26, 2001 between 
Ivanhoe Energy (USA) Inc., William R. Berry Il and Deborah M. Olsen. 


Memorandum of Understanding dated February 13, 2001 between PetroChina Company 
Limited and Sunwing Energy Ltd. to conduct a Joint Feasibility Study of Zitongxi and 
Zitongdong Blocks. 


Memorandum of Understanding dated February 13, 2001 between PetroChina Company 
Limited and Sunwing Energy Ltd. to conduct a Joint Feasibility Study of Yudong Block. 


Subsidiaries of lvanhoe Energy Inc. 


Consent of D&S Reservoir Engineering Ltd., Petroleum Engineers (incorporated by 
reference to Exhibit 3.34 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000). 


Consent of Gilbert Laustsen Jung Associates Ltd., Petroleum Engineers. 
Consent of Duke Engineering & Services. 


Consent of Joe C. Neal & Associates. 


Reports on Form 8-K: 


None. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the 
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto 
duly authorized. 


IVANHOE ENERGY INC. 


By: /s/__E. LEON DANIEL 

Name: E. Leon Daniel 

Title: President and Chief Executive Officer 
Dated: March 16, 2001 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below 
by the following persons on behalf of the registrant and in the capacities and on the dates indicated. 


Signature Title Date 


/s/_ £. LEON DANIEL President, Chief Executive Officer March 16, 2001 


E. Leon Daniel and Director 
(Principal Executive Officer) 


/s/_ JOHN O'KEEFE Executive Vice-President and March 16, 2001 
John O'Keefe Chief Financial Officer 

(Principal Financial and Accounting 

Officer) 
/s/ David MaARrtTIN Chairman of the Board and Director March 16, 2001 
David Martin 
/s/ Rosert M. FRIEDLAND Deputy Chairman and Director March 16, 2001 


Robert M. Friedland 


/s/ JOHN A. CARVER Director March 16, 2001 
John A. Carver 


/s/_ R. EDwarbD FLoop Director March 16, 2001 
R. Edward Flood 


/s/ — SHUN-ICHI SHIMIZU Director March 16, 2001 
Shun-ichi Shimizu 
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CORPORATE OFFICE 


9th Floor - Waterfront Centre 
200 Burrard Street 

Vancouver, BC V6C 3L6 Canada 
Tel: 604 688 8323 

Fax: 604 682 2060 


OPERATIONS HEADQUARTERS 


1200 Discovery Drive, Suite 301 
Mailing address: PO. Box 9279 
Bakersfield, CA 93389-9279 USA 
Tel: 661 869 2887 

Fax: 661 869 2820 


IVANHOE ENERGY INTERNATIONAL 


Suite 610 Barclay Centre, 606 — 4th Street S.W. 
Calgary, AB T2P 1T1 Canada 

Tel: 403 263 8088 

Fax: 403 263 8086 


JAPAN 


8th Floor, Anwa Building 

2-10 Kanda Tsukasa-cho, Chiyoda-ku, 
Tokyo, Japan 101-0048 

Tel: 81 3258 3860 

Fax: 81 3258 3850 


CHINA 


Unit 1223, China World Tower 1 
#1, Jian Guo Men Wai Avenue 
Beijing, PR. China 100004 

Tel: 86 10 6505 1516 

Fax: 86 10 6505 5259 


QATAR 


Al-Fardan Centre 
Grand Hammad 
Doha, Qatar 

Tel: 974 436 1541 
Fax: 974 435 5219 
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